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INTRODUCTION 


"Tt is inconceivable that the world will 
be content for long ‘like a blind horse, to 
starve knee-deep in corn,! to tolerate want 
with abundance all around, the destruction of 
food while men and women and children are 
perishing for the lack of it. And, if sound 
finance continues to put forward such a demand, 
then at the last it_will be so much the worse 
for sound finance.*+ 


Are we living in an age of plenty, or is it 
mere rhetoric to talk about starvation in the midst of 
plenty? Is there enough to go around? And if there 


is not, is modern industry capable of producing enough 


to go around? Possibly we produce too much. Is over- 


production the cause of all our woes? Are unemployment 


and poverty the natural consequences of overproduction? 
There is too much grain in the West. The boll-weevils 
that were imported for the purpose of destroying the 
cotton crops” were not as efficient as they were ex- 
pected to be, so we are burdened by the largest cotton 
crop in history. there are excessive inventories of 
cloth, shoes, and hardware in New England. Elsewhere 
there are huge inventories of copper, pig iron, and 
other metals. ‘The child of the New England workman 
has the rickets for want of food, while the cattleman 


Ll The Breakdown of Money, Christopher Hollis, p. 211. 
< The Role of Money, Frederick Soddy, p. 15. 
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ag sheep-herder are cold for want to shoes and woolen 
cloth. It would seem reasonable to suppose that an 
intelligent civilization could find a way to get the 
shoes into the West and the products of the West into 
New England in sufficient quantities to end this state 
of affairs. 1f it were merely a question of moving the 
products we would probably find that there is too much 
transportation. In the face of poverty, insecurity, 
hard work, scanty living, starvation, and disease, we 


continue to empty milk into the rivers, burn wheet and 


coffee as fuel, and import pests to destroy the crops. 


We are certainly determined to have the poor always 
with us. As for the poor, whatever else they may lack, 
they still seem to possess the inclination and capacity 
to enjoy the blessing as recorded in Genesis: increase 
and multiply. For thousands of years they have enjoyed 
ascetic poverty; it has spiritual advantages. However, 
at no previous time in ay story was this spiritual ad- 
vantage insured by overproduction. What will the his- 


torian of the future think of this type of civilization? 
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CHAPTER I 


TECHNOLOGY AND MONETARY REFORM 


The Obstruction of Productive Capacity 
The simple arithmetic of the relationship 


between population, production, and capacity to pro- 
duce, is astounding. Inanimate energy and the mechan- 
ization,of industry, both in industry and agriculture, 
have enormously increased the output per man. ‘There 
have been a great many studies made in recent years 
designed to show that our capacity to produce is enor- 
] mously greater than we had supposed. Investigators 
estimate the productive income of the nation at widely 
varying figures, but the conclusions of reasonable and 
even conservative economists are surprisingly high. 
The per-family capacity of the country is placed well 
above $4,000 yearly in 1929 dollars. ‘There is unanimity 
. of opinion among investigators that standards of living 
could be very much higher if our labor capital and nat- 
ural resources were properly used. Obviously, there 
are great statistical difficulties in estimating poten- 
tial productive income of the United States. However, 
the ambitious researches of The National Survey of 


Product Capacity? give us a reasonable figure of 





1 The Chart of Plenty, Harold Loeb and Associates, 
pp. lee and 157. 
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approximately 135,000,000,000 yearly with present 
capital equipment. This survey was made by sixty 
technicians, economists, and engineers, financed by 


the Federal Government. 


Estimates of Capacity 


A similar study was made at the brookings 
Institution by #. G. Nourse and others in an attempt 
to estimate total productive capacity. ‘the results 
were published in 1934 in "America's Capacity to 
Produce". The investigators were extremely conserv- 
ative in their calculations, but they still estimated 
that “our productive system as a whole was operating 
at about 80% of capacity in 1929") ‘There is consid- 
erable debate as to the relative merits of these two 
studies. ‘the studies at the Brookings Institution are 
thought by some to be too conservative. Others hold 
that the conclusions of The National Survey of 
Potential Product Capacity are too optimistic. How- 
ever, even the more conservative estimate placed 
capacity productivity at over $15,000,000,000 more 
than that attained in 1929. The economic world has 
accepted the general conclusion as to our enormously 
greater capacity to produce. 


1 America's Capacity to Produce, Edwin G. Nourse and 
Associates, p. 416. 


” 


, A A 
Dal BAW eer 4 


“he 
re Ore we oe 
ee ee 


ent apo On ey 
v4 Pre aL Roe, =~ 
> ee eee eee ee ee ee 


ent." eesae 


‘fess ak ove 


iwrcss- ele 
INGE. ~~ 


ea. 
aia i 
I Ae 


pMeztos ota s 


AL 


7 TAY ~ i Bas. : * Spats e , * 


¥ beats ds tand apdd 


30, hy SEO 


S 








+. 
F, 





Wi 
a. 


National Planning or Monetary Control 
Authorities disagree widely as to whether 


money holds a merely passive role in our economy or 
whether it can be so managed as to increase materi- 
ally our general well-being. sefore we proceed 
further, let us reemphasize the major concept estab- 
lished to this point. Kecent investigation has shown 
that our national productive capacity is enormously 
greater than we had supposed, and many economists hold 
that the solution of this problem of chronic underpro- 
duction has to do with money. The survey made by ‘the 
National Survey of Potential rroduct Capacity,+ which 
was mentioned previously, proved that the potential 
income of the United States is about $135,000,000,000 
yearly. With national production running about 
$80,000,000,000 yearly below capacity we may well 
examine, very soberly, the challenging claims of mone- 
tary economists that the solution of this great problem 
is purely one of money. 

Either some form of complete and nation-wide 
economic planning or a system in which the money media 
are controlled with a view to more equitable distribu- 
tion and a socialized use of the factors of production 
must supersede the present anarchic system of individ- 


ualistic capitalism and private control of exchange 





1 The Chart of Plenty, Loeb and Associates, p. 157. 


Pres ingore By ve 








media. Of course, our industrialists and bankers work 
together in such admirable harmony that some might sus- 
pect that we have economic planning from this course 
now. When a score of our great Pee ons cut their 
inventories at about the same time that our bankers are 
calling loans we have all the evidences of planning, 
but not of a socialized character. 

If we are ever to have a high standard of 
living we must somehow attain nearly maximum possible 
production of what the people need and desire. Maximum 
physical production assumes that all employables are at 
work and that the capital and resources of the nation 
are being used at maximum efficiency. 

Proposals for national planning ignore the 
fact that demand is the best director of society's pro- 
ductive ee fone. It is not a question of deciding for 
society what products should be used. ‘he problem is 
to increase the totel production available for society's 
wants, and real wants are discoverable only by having 
purchasing power in the hands af the public. The prob- 
lem of using our labor supply upon our natural resources 
and productive equipment fully and efficiently can be 
solved only by providing adequate purchasing power 
through the exchange media of money and credit. fo 


accomplish this, some degree of socialization of the 
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exchange media must take place, for at present, however 
hard our laborers would like to work, or however hard 
they do work, the food, shelter and clothing of the 


American people depend largely, too largely, upon book- 


——— 


keeping entries on the records of about 15,000 banks; 
that is, upon a modern form of "wild cat" banking lia- 


bilities -- deposit currency. 


The Frustration of Industrial Science 
The communists insist that the poor are being 


' exploited and it is utterly futile to deny this patent 


Ee See 


truth. Herein lies the moral appeal of communism and 


ginning of the industrial revolution capitalism has 
obstructed the progress of technology. From the start, 
the capitalist was interested not in making goods but 
in making money. Whatever advantages modern society 


. every other plan of socialization. Since the very be- 
does possess are to be credited to scientific improve- 


7 ments in our methods of industry resulting not from 
capitalism, rather in spite of-the system. An upstart 

q system of laissez. faire capitalism, born with the indus- 
trial revolution, pretends to have God on its side. But 
Since the world began has there been a time when the 

Pr 


destructive and obstructive practices of the nineteenth 
and twentieth century were the rule? Stuart Chase has 


a photograph of a pile of oranges, excellent fruit, a 











mile long and ten feet deep thrown away to rot. this 
is not a mere meaningless illustration. It is a strik- 
ing, but typical example, of destruction which is an 
inherent part of the business of insuring profits. In 
1932 productive income in the United States had shrunk 
to $35,000,000,000 yearly. What difference did it make 
that technology had made it possible to produce an in- 
come yearly of #135,000,000,000? Such vast production 
was not consistent with the aims of twentieth century 
capitalism. Such production would have permitted a 
decent standard of living for every family and done 
away with the scarcity from which capitalistic indi- 
vidualism thrives. ‘Technical improvements have 
equipped the nation with inanimate energy equal to 
forty times as much per person ne was available a hun- 
dred years ago. However, the inanimate energy goes to 
waste, the factories are closed, the workmen idle, and 
the resources are needlessly destroyed by the most wan- 
ton exploitation. 

It is not the purpose of this paper to defend 
socialism in any form, but it must be recognized at the 
start that if the efforts of our industrial scientists 
are deliberately frustrated by capitalistic society, 
some violent form of socialization is an inevitable 


certainty. ‘the Soviet termites that are supposed to 
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be undermining our institutions can hardly be worse 
than the liberalist vermin that we have inherited from 
the days of Adam Smith. The devil that we know may 
not be worse than the devil we don't know, but there 
is a Ve to tolerance in the social body. 

It is probable that we have little choice in 
the matter. The inherent rottenness of capitalistic 
financialism is so fundamental that it is politically © 
and psychologically impossible to correct its evils. 
For this reason farsighted liberals are looking for 


revolution-proof investments. 


"Crackpots" or Bankers 

Public apathy is insuring the doom of repre- 
sentative constitutional government. Not that the 
individual citizen is culpable. ‘the responsibility of 
citizenship is difficult in our modern complicated soci- 
ety. The majority are humdrum, lacking the capacity to 
understand even the simpler facts of modern economic 
society. Furthermore, they are easily mesiea by inter- 
ested pressure groups. Even those few who would assume 
the responsibilities of citizenship are victims of de- 
liberate deception. ‘Their newspapers, periodicals and 
radios are merely vehicles of misinformation. To edu- 
cate such a public, to stir up righteous indignation, 


to get action, is a Herculean task, and there is no 
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modern Hercules strong enough to accomplish this against 
the highly subsidized propaganda of the great interests. 
The average local commercial banker is honest, valuable 
to the community, an expert, and thoroughly informed in 
his own business. His business.is concerned chiefly 
with the making of loans. He should and does know the 
credit capacity of his customers. His business is not 
that of the astute central banker. He does not deal 
with monetary management. His apathy in social mone- 
tary problems is quite as apparent as that of the aver- 
age citizen. Such interest as he does have will not 
interfere with his golf and is likely not to go beyond 
an occasional casual thought that follows the stereo- 
typed Hotary Club doctrine on such matters. A brief 
conversation with the Vice President of any bank will 
disclose how deep the ignorance lies. As Professor 
Fisher says: 
"The popular notions, including those 

of ordinary bankers, are as primitive as the 

superstitions of a Russian peasant before the 

War, Such notions are: 'It is a matter of 

honor to keep on gold! (instead of on a stable 

standard); ‘Inflation is always wrong' (even 

to correct deflation); 'We must not tinker 

with the currency' (even when it needs mending); 

'Trredeemable paper is unsound! (even when it is 

stable); 'Money should be hard money;'!* 


and so on. But of the fundamental principles, if any, 


behind such precepts, he is blissfully unaware.> 


1 Stable Money, Irving Fisher, Introduction, p. xx 
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"he Artificial Credit Cycle 
There is a carefully fostered belief that the 


business depression with its immense social, moral and 
material loss is unavoidable. Crises and depressions 
are accepted therefore as the thorns in the rose garden 
of Gapitalism and are believed to be just as natural. 
the various phases of the cycle are supposed to be as 
inevitable as the tides, and some innocent folk are so 
naive as to suppose that its various phases follow a 
well defined course such as we would habitually asso- 
ciate with the movements of the celestial bodies. They 
borrow from the physical sciences the idea that what goes 
up must come down and disclaim all responsibility for its 
coming down. Such ideas have misleading connotations 
when used to describe the business cycle. Prosperity, 
crisis, depression, and revival are not natural phenom- 
ena. They are the direct result of the credit eycle; and 
the credit cycle is certainly not a natural phenomenon. 
It is rather an artificial device, a diabolical invention 
which is maneged, controlled, and directed for the ries 
scious purpose of thwarting civilization's attempt to 
feed and clothe the underprivileged castes. 

The deliberate ensnaring of the unwary enter- 
priser by astute central bankers is still a favorite 
financial pastime. Large scale insolvencies are in- 


duced by sudden contractions of credit. ‘this practice, 
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called a corrective remedy by the financial pepers, not 
only proves fatsl to individual enterprisers, but what 
is much more important, it has far-reaching results -- 
both nationally and internationally. Hoth modern de- 
pressions and modern wars are traceable to this crafty 
scheme -- monetary and credit mismanagement. Capital- 
istic nations have watched the rise of powerful totali- 
tarian states and the hectic scramble to arm with all 
of the devices of destruction that ingenuity can devise. 
This scramble is due to a need for economic goods to 
complement their respective national economic needs. 
Here we have duplicated in international tarkobackhe 
same cruel and needless creation of shortages that be- 
devils all honest attempts to supply the reasonable 
needs of domestic desire. Hitler is going to fight to 
obtain somewhere the very things that we plow under and 
the finished goods that our factories might have pro- 
duced if billions of dollars of credit had not been 
called, if there had not been wanton destruction of our 


deposit currency. 


Central Bankers Interested Parties 

Mr. John Maynard Keynes expresses sympathy 
for the reasonable doubts of practical men and says: 
"I do not think that practical bankers are primarily 


blameworthy. "2 Other and more conservative economists 





1 A Treatise on Money, John Maynard Keynes, p. 405 
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are also reluctant to believe that bankers, .surrounded 
as they are by the trappings of respectability, can be 
guilty of inducing depressions by directing deflation 
with the secret objective of withholding the benefits 
of technical progress from the working classes. ‘he 
mere suggestion of such a thing is very disturbing to 
these charitable souls, and will, so they believe, 
ultimately cause serious disruption in the social 
order. ‘These persons were the most surprised when 
Richard Whitney, former president of the New York Stock 
Exchange, recently changed his address to Sing Sing. 
This incident and others of the same kind are merely 
the surface indication of a monstrous moral decadence 
in financial circles. Individual financiers may well 
be above suspicion. However, the system is inherently 
dishonest, the financier's means of attaining his ob- 
jectives is unconstitutional, and the sinister conse- 
quences reported in the daily newspapers from the war 
fronts of the world are positively inhuman. 

I do not question the sincerity of every 
banker or economist that disagrees with me on the vital 
question of monetary management. Nor do I suspect every 
one who does not share my conviction in regard to the 
inherent dishonesty of modern banking. However, the 


stakes are high. Billions are involved. And we must 


uae 





not forget that great volumes of the literature on 
monetary economics have been written by interested 
parties. Indeed, much of our legislation has been 
written by men whose closest associates have been in 
the employ of our great banks. ithe monetary economist 
without such connections, whose opinions are therefore 
less circumscribed, and whose services are not bought 
and paid for by interested parties, is likely to be 
nearer the unbiased and simple truth. As Senator 
Robert L. Owen, co-author of the Federal Reserve Act 
says: 

"Knowledge of the science (of money) 

has been made difficult by those who have 
converted these simple principles into an 
enigma. ‘they have done so with ponderous 
volumes written on prices and on the 
processes of production, transportation, 
distribution, and allied topics; weaving 
into the subject matter deceptive terms so 
that the public has been grossly misled by 
the use of words,which contain accepted 
false premises." 

In the heated controverSies of today it has 
become the custom to refer to monetary and banking 
authorities who are on “our side" as financial ex- 
perts; if they do not agree with us they are "crack- 


pots" or they belong to the "fringe of lunacy", or 


they are merely theorists. Senator Owen, who has been 





1 Foreword to Money Creators by Senator Robert L. 
Owen, p. 5, Gertrude Wi. Coogan. 







enot ioe aaeo if isue 3 





ey 
























, * a ie 
rs oy ge pirate obi ee } f 
oe oBothy Berg “(be scar enB OD > s 
Pee 1 gy | Ts Ae 2, 
‘ } ie 
> 3 oe” 5 = i. af a ¥ 
‘ eSSie Ta? Hace tws ; st 
' 
d 6 . : ‘ 
, eres — Aro Sy et Fy Fx + : 
Pee tsi 0G olwmia One Nesetdasy sss, 
iO 
5 Bi m2 
ref ot rene re Vee Ar eer he ee mi. yon sy 
‘ Bsn Le oe ee © ty a how a ett € mS ae! tus & a a) at ‘ESE fe G 
: - 53 i Pk ee * es oe 


/osy : ey Ou Pi. De Se neh i... ett t Sard Ly 
; % ae ey OT ae 
it evivcosesh weaeew 5 dnok de: $: soft 
iy ys” are Ay aa yr a be ai : 
Lit VLPA oT. aa ee es a ofidudq end 

» 
Sd 


aie eae SP ap > . Riga 
an ae Ee 3210090 shot ‘Sit » BELOW By 0 Ss 


whe sein By 


- Ae ne = > oe a 
' Ot cet : ‘ 
=) a en AL AF EAD 


‘ ¥ 
be J 
: t 
, si = 
t : aia ng 
6 LT? A 
 icetnr 
tote ys 





ct 








a consistent advocate of mandatory stabilization, will 
doubtless earn for himself all of the above mentioned 
compliments and more. However, it is still permissible, 
with elaborate apologies, to suggest that the senator's 
appointment to the Chairmanship of the Senate Finance 
Committee was backed by qualifications which should 
have been satisfactory to the most smug of business men. 
He has been president of a bank for ten years and a 
director for forty-five years. Furthermore, he had 
“studied at first hand the Bank of England through its 
Governors; the Bank of France through its Governor and 
expert advisers, and the neichsbank through its 
Directors."* 
Leading authorities in economics and prac- 
tical men of affeirs in banking and in the legislatures 
have for decades advocated various legislative measures 
to bring about more stable money. uhe most formidable 
opposition has come from central bankers. Such opposi- 
tion is, of course, to be expected, as such legislation 
would of necessity limit the powers of central bankers 
and regulate some of their most important activities. 
However, as interested parties, officials of central 
banks are not to be credited with the best judgment as 
to the wisdom of such legislation. There is still too 


1 Money Creators, Gertrude M. Coogan, Foreword by 
kobert L. Owen, p. IX. 
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CHAPTER IT 


STABLE MONEY CONCEPTS 


Conflict of Opinion 

Speaking pontifically for centrel bankers, 
the lete H. Parker Willis dismissed the whole matter 
of stabilizetion es a mirage, and holds that no sta- 
bilization plan is fessible. Furthermore, he states 
that other central benking services are of primary 
importance and that there should be no interference 
with their performence. He says: 

"The central benk has a mission to 

perform es a benk, that is urgent: that 
of meinteining liquidity and redeemabil- 
ity in the effairs of the community, thet 
of protecting the besic monetery standerd 
of the community, whatever thet may be, 
and that of guaranteeing a feir pnd even 
access to its supply of credit.” 

Obviously, ell three services ere important, 
but it is impossible to render them without stebilize- 
tion. How, for instance, could liquidity be maintained 
during the period of falling prices from 1929 to 1952? 
It doesn't make sense to talk sbout protecting the basic 
monetery standerd during a period of instebility such as 


Germeny experienced during its post-war inflation per- 


iod. During eny period of falling prices a centrel bank 





1. The Theory end Practice of Centrel Banking, H. Parker 
Willis, p. 54. 
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simply cannot guarantee "a fair and even access to its 
supply of credit". This service can be rendered to 
member banks, but not to the community; and it is a 
much more vital consideration that the community receive 
adequate credit. 

Dr. Willis wasconsidered one of the leading 
authorities on banking = the United States. However, 
he was with the minority on this question, for a very 
great majority of writers on monetary problems have 
stressed both the desirability and the feasibility of 
stabilizing the price level. The belief is becoming 
more and more firmly established thet the problem of 
a stable orice level will soon be solved and, further- 
more, that the solution, when we have it, will be simple. 
There is great variation in the ways and means proposed, 
but few writers who do not recognize that stability is 
the primary objective. The movement has been championed 
by such men as Owen D. Young, who said: "You need not 
try to 'sell' me on your proposition; for I think it 
is about the most important thing in the world -- econom- 
ically. What convinced me was my experience in Germany 


on the Dawes Commission. I found that the one great 
= 


need was the stable mark." A great change in the pur- 
chasing power of the monetary unit -- the pound, the 
dollar, or any other unit -- is a cslemity which is also 





1 Stabile Money, Irving Fisher, p. XVII. 
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the prime cause of business depression and other 
social injustices. 7 

7 Senator Robert L. Owen, as Chairman of the 
Senate Committee on Banking, inserted in the original 
Federal Reserve Bill a provision requiring "that the 
powers of the Reserve System be employed in the ser- 
vice of commerce and to promote a STABLE price level". 
The meaning of this provision, according to Senator 
Owen, “was to establish and maintain the stable value 
of money under mandate".+ The senator explained fur- 


ther that this mandatory provision was stricken out 


in the House under the leadership of Hon. Carter Glass, 


_ and that he was unable to keep the mandatory provision 


in the Bill because of the secret hostilities developed 
against it, the origin of which he did not fully under- 


stand at that time. 


Roosevelt's Variable Policy 


In the early days of President Roosevelt's 
first administration advocates of stable money got 
temporary encouragement from numerous statements 7 
stressing the need for price-level stabilization. On 
July 3, 1933, the President sent a message to the 
London Economic Conference which was typical of his 

“stand on the stable money guestion. It seemed honest 


1 Money Creators, Gertrude M. Coogan, Foreword, 
Robert L. Owen, p. ix. 
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at the time end unmistekeable as to its meaning 


"So, too, old fetishes of so-called 

internetional bankers sare being repleced 

by efforts to plan netional currencies 

with the objective of giving to those 

currencies a continuing purchasing power 

which does not grestly vary in terms of 

commodities and the need of modern civil- 

izetion. Let me be frenk in saying that 

the United Stetes seeks the kind of dollsr 

which e generation hence will have the same 

purchasing and debt-paying power as the 1 

dollar we hope to attain in the nesr future." 
The President may have been sincere, but his subse- 
quent monetary program probably did incelculeble herm 
to the stable money movement. The deliberate deflation 
end consequent business depression of 1937-38 are only 
pert of the case against the monetery authorities of 
this administration. It is remarkable how often both 
supporters and opponents of the President have been mis- 


taken in their interpretstion of presidential statements. 


Consequences of Price Instability 

The importance of stability cannot possibly 
be overestimated. Unemployment, labor troubles, and 
civil disturbances of all kinds, are ea direct result 
of price changes. It is probebly no exaggeration to 


say that even wer is less important es e cause of suf- 


fering then instability, for war is usually traceable 


1. The Money Muddie, Jemes P. Warburg, p. 118. 
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to this cause. Few revolutions have occurred for sny 
other resson. The collepse of the merk accounts for 
Hitler. The fall of the ruble paved the wey for 
Bolshevism. Few people realize that the fmericen 
revolution probably would not have occurred but for s 
drastic fell of prices immediately preceding. In two 
and 2a helf years, from October 1772 to April 1775, the 
price level fell 21%.+ American history following the 
revolution also throws light on the importance of an 
unstable price level. During the critical period prior 
to the signing of the Constitution prices fell from en 
index number of 232 to 82. Is it any wonder that the 
colonies very nearly returned to the British Empire? 
Fortunetely for Washington's sdministretion end the new 
republic the price level begen to rise in 1788 end con- 
tinued to do so during both of his esedministretions. 
The Napoleonic wers which ceused a 70% rise in Americen 
prices also insured Washington's popularity even to the 
present time. 

Great historicel chenges teke place with the 
Wiuetnat toms of the price level. The declining prestige 
of individuel presidents in our day, and the fell of 
dynasties in the pest, sare slike traceeble to felling 


prices. The rise and fall of Williem Jennings Bryen wes 


~ due to changes in the general level of prices. The 





1 Gold end Prices, Werren end Pearson, p. 12. 
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Yeer Inches 
1896 5k 
LGLS 56 
1920 19 

; ; 1922 25 

4 1929 20 

~ 1932 eT 


Gefeat of the Republican Perty end Mr. Hoover in 1932 
occurred efter a 35 per cent decline in prices. 
Roosevelt's popularity fluctuates with the rise and 
fall of commodity indexes snd his public following 


can be measured with a graph of chenging prices. 


Yerdstick of Value 

Professor Edwin Walter Kemmerer hes mede en 
enlightening compsrison by translating the purchasing 
power of the doller into inches. Using 1913 as the 
base yeer the purchasing power of the doller wes given 
es So inches,. the length of the yardstick. .The fluc- 
tuations in our measure of velue from 1896 to 1932 were 


then expressed es in the following table: 


Table I -- Purchasing Power of Doller 
Expressed in Inches 1896 to 1932 


(1913 -- 36 inches)® 


a Kemmerer on Money, p. 10 


A shrinkege of one ten-thoussndth of an inch 


--in our unit of measurement is « metter of grave concern 


to our Bureau of Weights end Meesures. Such e change is 
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adjusted after painsteking scientific investigation. 
However, our measure of velue has not been so cerefully 
guarded. Yet we live in a world that is governed by 
price. Not only is every trensection messured in terms 
of money, but one-half of the transection is money. 
Until ee aentt ey the illusion wes universel thet the unit 
of velue.remained fixed. Through the use of index num- 
bers monetary scientists now know thst the ides of a 
fixed unit of value wes an illusion and the epproximeate 
extent of variations in the measure of value cen now be 
determined. 

Whet e jigsew of confusion this world would 
be if some queer power could chenge our verious units of 
measure, if inches snd pounds could be msde vsriebles 
without our being conscious of either the fact or the 
: extent of the cherge! Those who enjoy gembling would 

probebly find it very zestful. The veriable monetery 
unit of velue makes gemblers of us all, end the pity of 


it is that the eged end the week lose in the gemble. 


Fixity of Mint Price 


When the term "stabilization" wes used in 


ime 


connection with money in the pest it referred to the 
. weight and fineness of the metsel coins that circulated 
“-eS money. Since commodity money wes used exclusively, 


it is netural that early advocates of stabilization 
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should insist upon fixity in the mint price of the 
metal used for money. When representstive paper money 
took the place of the coins as the circulating medium, 
stebilization meant fixity of the number of greins of 
metal into which the paper was convertible. Leter, the 
lisbilities of banks end governments, in the form of 
bank notes and government notes, beceme the principle 
circulating medium. Stability still meent, not relstive 
stability, but fixity in the mint price, end behind a 
superstructure of psper money there was supposed to be 
adequate metal reserves with which to redeem any end ell 
paper st the mint price. In the United States up to 
1875 the doller wes 412.5 grains of silver 9/10 fine, 
or 25.8 greins of gold 9/10 fine. Since that yeer, end 
until the recent devaluetion, the dollar was defined in 
terms of gold only, send remained fixed at 25.8 grains 
of gold 9/10 fine. Now the doller is 15 5/21 grains of 
gold 9/10 fine. Meny still refuse to eccept sny defi- 
nition but the rether narrow meening of the term 
"stability," e meaning which refers to the weight end 
fineness of the metal coins. Behind this beckwerd- 
looking prejudice is the notion thet money is gold and 
nothing else. 


Every commodity has its own pressure group, 


"interested in the velue of the thing thet it controls. 


The commodity, gold, is no exception. A smell but 
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powerful group is naturslly interested in preventing 
schemes to stebilize e thousend end one commodities if 
such stabilization means robbing gold of its fixity of 
price. This is Dasically the reeson for the reluctence 
in some querters to sdmit thet stsebilization, in modern 
monetary economics, means much more than mere fixity in 


the mint price. 


Fixed Ratios in Foreign Exchange 


Stabilization, in the minds of some, is identi- 
fied with the problem of maintaining fixed retios between 
the various currencies in foreigneexchange. It is to 
them the problem of keeping the doller, the pound, the 
mark, the frenc, etc., at fixed prices in relation to 
each other. At the London Economic Conference, the 
Chancellor of the British Exchequer, Neville Chamberlsin, 
stated that, in his opinion, stable exchenge rates were 
of first importance end should therefore precede stabil- 
izetion of domestic price levels. His stand on this 
question is typical of that of representatives of nations 
enjoying e large international trede which is hampered by 
the uncerteinties caused by fluctuating exchenge rates. 
There is no doubt that stability in foreign exchenge is 


greatly to be desired, but not if the cost is too great. 


- President Roosevelt evidently thought that the price was 


too great et the time of the London Economic Conference. 
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In eny case his message, stressing the need for domestic 
price stability, shocked the sensitive members of the 
American delegation, snd ended the conference. Tem- 
porerily, the leading countries of the world sre exper- 
imenting with plans to stebilize domestic prices and 
hoping that some practical plen will evolve whereby it 
will be possible also to return to more steble srrange- 
ments in foreign exchange. In view of present cheotic 
economic end political conditions throughout the world, 
stebilization of both domestic purchasing power and 


foreign exchenge retes is impossible. 


Flexible Equilibrium 
Much confusion could be avoided if there 

Was more agreement es to whet is meent by "stebility". 
In this paper "stsbility" mesns s reasonebly steble, 
genersl price level. No competent economist believes 
thet ebsolute fixetion of prices is either desireble 
or atteinsble. On the other hand, the eliminetion of 
wide vsriations in the purchssing power of the dollar 
is recognized to be both necessery and s prectical 
possibility. Undoubtedly, moderate fluctustions of 
the generel level of prices will continue to occur 

_ after we have exhausted ell known devices. However, 
there is no reason why the more violent fluctustions 


cannot be smoothed out. A fell in the price level can 
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be stopped far short of a forty per cent deflation. 
uxperience with monetary management abroad seems to 
indicate that prices can be confined within limits 

of about three per cent. such narrow limits might 
not be practical in a large industrial country like 
the United States, but if it is true, as competent 
authorities believe, eat prices can be raised or 
lowered or stabilized at will, then the narrower the 
area within which prices are allowed to fluctuate the 
better. Professor Irving Fisher, a persistent advo- 
cate of stable money, points out the futility of try- 
ing to “peg" individual prices, and suggests that “it 
is easier to control the level of a mill pond than it 
is to control the ripples on the surface". 

It may seem unnecessary to explain that 
the problem of stabilizing the purchasing power of 
the dollar has nothing to do with price fixing in 
individual commodities. Attempts at price fixing in 
the wheat markets and similar experiments such as the 
valorization scheme in Brazil have never proved suc- 
cessful. The relative importance of various commodi- 
ties is measured by their price relationships. 


Disparities in their various price trends disclose 


.important changes that are taking place in their 


several demand and supply relationships. Advocates 


Zo 


5 
ogg. 
a ‘i 


pen a 
ee vy 


, 


a 
ev is a. 
facbivt 


ax setts 





of stable money oppose price fixing schemes, not only 
’ because they retard recovery but also because such 
devices are basically uneconomic. Furthermore, by 
confusing the issue they prevent a proper understand- 
ing of what is meant by stable money. frrice fixing 
usually involves a tax on the rest of the community. 
If a price is controlled by subsidizing a commodity 
the subsidy must come out of the general tax. If the 
price is maintained by destroying goods or crops the 
public pays a tax through higher prices. The same is 
true if there is limitation of production. A somewhat 
more usual device to maintain the price of an individ- 
ual commodity, and one which also involves a tax, is 
the raising of a tariff barrier. If the fallacies 
ynderlying the above practices were carried to their 
logical conclusion we would have general inpoverish- 
ment. ‘the poverty problem of a relatively small pres- 
sure group may be partially solved by the physical 
destruction of plentifulness of a commodity which the 
community in general might have enjoyed. Stable money 
advocates are the farmers' best friends. However, they 
cannot logically support farm relief measures designed 
to raise or control the prices of individual commodities 


“through restrictive measures. 
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Index Numbers Evaluated 

Statistical refinements in the making of 
index numbers have enabled us to discover trends and 
trends within trends. We can tell whether a price 
trend is of a secular or cyclical nature. We know 
what the retail and wholesale price series are doing. 
We calculate with precision Gisparities between agri- 
cultural and industrial prices. We have cost-of-living 
indexes and general purpose indexes. ‘there are sensitive 
indexes and those that do not respond so quickly. While 
it cannot be said that authorities have agreed upon what 
index would be most suitable there is agreement among 
students of stable money that stabilization through the 
use of any index would be better than no stabilization 
at all. Opponents of stabilization plans argue that 
there is no agreement as to what should be stabilized, 
and while this is true, it should be realized that this 
is of minor importance. Various indexes tend to move 
in the same direction. ‘The cost-of-living index usually 
follows the wholesale price index, although the price 
range is not so great. Some degree of dispersion is 
to be expected no matter what index we adopt as a guide. 
The argument of opponents seems to be that since we have 
no 100% perfect index that we should abandon all plans 


to stabilize. If this were a logical position to take 
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we should abandon all other economic plans as well. 
Disparities between the indexes would doubtless be 
much less marked if any index were stabilized. 

Leading authorities are more nearly agreed 
upon wholesale price indexes as a guide to stabiliza- 
tion. Cost-of-living indexes move too slowly, and 
consequently have little forecasting value. Further- 
more, they do not fluctuate so widely as do the whole- 
sale indexes, and at times they do not fall at all 
when major recessions are already under way. The cost- 
of-living indexes might be of use in stabilizing the 
long-term, or secular trend. However, since it would 
be impractical to use two different indexes, and since 
wholesale indexes anticipate movements in the cost-of- 
living series, the former would seem to be of more 
practical use. What is probably the correct point of 
view on this question was stated in the Annual Keport 
of the Federal Reserve Board for 1925: 

"When the business outlook is inviting, 
business men are apt to adventure and new 
business commitments are made in increasing 
volume. But only later will these commitments 
be reflected in the possible rise of prices 
and an increase in the volume of credit pro- 
vided by the commercial banks of the country. 

The Federal Reserve Banks will not to any 
considerable extent feel the impact of the 
." increased demand for credit until the whole 


train of antecedent circumstances which has 
occasioned it is well advanced on its course; 
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that is, until a forward movement of 

business, no matter from what impulse 

it is proceeding, has gained momentum. 

Credit administration must be cognizant 

of what is under way or in process in 

the movement of business before it is 

registered in the price index. ‘Ihe_price 

index records an established fact." 
Debtors and Creditors 

Violent price movements not only cause great 

losses in total productivity to the community as a 
whole, but they also cause grave injustices to various 
classes. Debtors as a class are injured by falling 
prices; creditors are benefited. There is no way that 
the debtor can escape the burden. if he has a debt to 
pay at a time when dollars have increased in value, he 
will either have to part with more goods than he ob- 
tained with the loan to raise the money, or if he is 
obliged to earn the money, the amount that is obtain- 
able for a day's work will be less. In other words it 
takes more in goods and services to pay a debt if prices 
have fallen. Let us take for illustrative purposes a 
purchaser of a home in 1926. Assume that the purchaser 
paid $10,000 for his home, of which sum he borrowed 
$6,000 on a mortgage. Between 1926 and 1952 the gen- 
eral level of prices, according to the index of the 
United States Bureau of Labor Statistics, fell 40%. 


1 Annual Report of the Federal HKeserve Board, 19234, 
« oe. 


p 
Quoted in Money, Bank Credit, and Prices, Lionel 
Edie, p. 458. 
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Real estate fell by approximately the same amount. 
If the home owner held his property, he found the 
payments on the principal and interest much more 
burdensome than he had anticipated. If he sold the 
property to pay the mortgage he found that he had to 
give the whole property, for which he had originally 
paid $10,000, to ijewidete the $6,000 debt. ‘vhis was 
not at all uncommon. In fact it was so common that 
banks throughout the country found themselves in the 
real estate business. 

Some are both debtors and creditors. For 
instance, the owner of a home on which there is a 
mortgage may also be the holder of an insurance policy. 
' As such he is a creditor. whe burden of the mortgage 
is offset by an increase in the purchasing power value 
of his insurance policy. His gain may seem theoretical. 
However, during a period when there has been a 40% de- 
crease in the general price level, each dollar of an 
insurance policy has increased in purchasing power to 
a dollar and sixty-seven cents. During periods of 
changing prices sympathy is wasted on insurance com- 
panies and banks for the same reason. ‘heir financial 


position is hedged by the nature of their business. 
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CHAPTER III 


EVOLULION OF TH IDEA OF STABLE MONEY 


650 Years of Iron Money in Sparta 


There is nothing new under the sun. The 
ancient Peps oe 840 B.C., adopted a ceed cur- 
rency. It was: irredeemable and apparently had little 
or no intrinsic value. Unlike some of our "sound" 
modern systems this fiat currency continued to work 
for several hundred years. ‘the precious metals, gold 
and silver, were barred from the country, and the 
currency, which consisted of iron disks, served the 
purpose of an ideal medium of exchange. Their intrin- 
Sic value was controlled by the volume issued. This 
is not an isolated historical curiosity. Inconvert- 
ible currencies were used successfully by several 
ancient states. In 350 B.C. Plato described a a Sees 
system in which precious metals were used in interna- 
tional trade with valueless media to be used nationally. 
tssentially the plan was the same as that advocated 
recently by John Maynard Keynes. Modern governments 
were forced to adopt such plans because the fair- 
weather gold standard broke down. Most of our texts 
state categorically that money must have value. Yet 


the wise old Greeks knew many centuries ago that the 
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ideal money must be valueless. The iron disks used 
for money were treated so that they would not be of 
any use as malleable iron. ‘rhe purpose was to make 
them as nearly valueless in themselves as possible. 
They were to be merely tokens or counters and as 
such they did perform perfectly the function of a 


medium of exchange.+ 


"Numerical" Money Systems -- Del Mar Cited 
Alexander Del Mar, formerly a Director of 
the United States Bureau of Labor Statistics, member 
of the United States Monetary Commission of 1876, has 
made careful studies of ancient money systems. He 
describes what he calls “numerical” money systems 
which, he maintains, served the purposes of daiey 
better than precious metals ever did. Del Mar re- 
garded paper money as ideal. He has shown that the 
decline of great ancient states began with the adop- 
tion of currencies having intrinsic value.” ‘here 
is no such thing as stability in the value of any 
commodity, including gold. it is understandable, 
therefore, that economic stability is impossible 
while any kind of commodity is used for money. In 
order to insure the continuance of a fiat money 
oe Stable Money, Irving Fisher, p. 6. 


2 History of the Precious Metals, Alexander Del 
Mare -p, 86. 
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system the spartans forbade the production and 
importation of both gold and silver. Any gold or 
silver acquired by conouvest was stored abroad. Our 
monetary authorities are moving in the panecderest 
tion in the nationalization of our gold and its 
physical removal to Fort Knox. Unfortunately, our 
ihe tine do not share the monetary rectitude of 
the ancient Greeks in other respects. Nor do they 


share their wisdom. as Norman Angell says: 


"Certain it is that some of the 
Athenian writers wrote more understand- 
ingly on the subject than any until, 
perhaps, Adam Smith. Aristotle seems to 
have held clearly to the distinction be- 
tween money and wealth, which it is so 
aifficult for the ordinary man to maintain 
once he has become accustomed to the use 
of money and to seeing that it can usually 
be exchanged for wealth. Aristotle notes 
the existence in his time of a theory that 
it is a matter of comparative indifference 
what material is used for money. Plato's 
reference to money as a 'symbol or token! 
seems to indicate that he is in sympathy 
with this view; and this conclusion is 
strengthened by his proposal in the Laws 
that for a domestic trade a token-money 
established by law should be used, gold 
and silver being restricted to transactions 
with foreigners.* 





To the dull mind of the modern American it is hard 


to comprehend that a worthless token regulated by 


governmental edict can represent his claim to goods 





1 The Story of Money, Norman Angell, p. OT. 


ae 

















a 


Rita eto. Wow 


xe Biot Yaa 


At EOE ‘Goa. not Jes SON os ha 


5 Fe 
~ Oe Lah ORGS ee ae Fa eS si Bie, ue Fax 


mk Bryn, Sei ear ans iat Vic see Sal : 


s aa r 


“£6 Si BEES Ee, |g akCT ee Sa oy 





to shuu tices a sit 
y i ’ ya Wor 
Vote .ou Saukee Hiss i ah 


| ee te 
Say 2 ee ha 

eee: : 

jo a, Bee Bee sen 

apel IgeRte r OS Eaen 





and services, to his share of society's productive 
effort. Yet he uses hat checks that do not equal 
the value of his hat. 
Rise of Commodity Money and Decline of Kome -- 
ee a ooo 
Early tomans also hit upon the idea of 
regulating the quantity and the value of fiat cur- 
reney. Their system of legal tender money may have 
been borrowed from the Greeks. It was established 
about 385 &b.C. and lasted for over a century. 
Alexander Del Mar holds that the numismatic relics 
which have been so long regarded by the learned 
world as copper coins were essentially irredeemable 
notes stamped (for lack of paper) on copper, and 
devised and designed to pass, in the exchanges, for 
a much greater value than that of the material of 
which they were composed. it is Del Mar's opinion 
that the Roman Kepublic deliberately and purposely 
adopted what today would be called an irredeemable 
paper currency. ‘The Koman Senate controlled and 
regulated the issue and jealously guarded the priv- 
ilege, a fact which the American Congress might well 
copy. After Rome abandoned, almost unconsciously, 
_ the system of irredeemable currency, the monetary 


history of kKome became a long and unbroken story of 
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fluctuating velues, depreciation, inflation, debsse- 
ment, devaluation, currency manipulation, and fraud 
such as the plating of coins. Nearly all of the 
evils of monetery history were experienced by Rome. 
Although some of their difficulties were not clearly 
understood, such as the difficulties incident to a 
bimetallic or multimetalic system, they nevertheless 
experienced these difficulties. f#s H. G. Wells puts 
it, "Money floated the Romans off the firm ground." 
The Romans did not shere the monetary integrity of 
the Greeks. Their attempts to use money which in 
itself left them subject to all the dire consequences 
of a medium which fluctustes in value by its very 
neture. Currency having intrinsic value also lent 
itself to the scheming manipulators who debased it 
and otherwise csused its value to change artificially. 
So, as H. G. Wells says again, "We who can look at the 
problem with a large perspective can see that what 


happened to Rome was 'money!",1 


Money as Social Bookkeeping 

There is a great deal of evidence, and many 
able students of monetary history are convinced, that 
encient peoples did live under systems of managed cur- 


rency. Apparently, also, these systems of managed 


1. The Outline of History, p. 234; quoted in 
The Story of Money, Normen Angell, p. 105. 
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currency served their purpose far better than the 
commodity currencies which the same peoples used at 
Aiwéee periods. tkconomic life was so a Gueie in 

ancient times that managed currency did not have to 
be adapted to an elaborate system of banking. It 
probably seemed logical to them that the value of 
money should be a matter of social bookkeeping and 
that its quantity must necessarily be limited. The 
quantity was apparently regulated by public authority, 
and had nothing whatever to do with the material with 


which it was composed. 


Managed Money in China 

Many ancient peoples believed that prices 
could be controlled by legal enactment. It is prob- 
able that most of the great dynasties of China enjoyed 
managed currency systems of one kind or another at 
various times. The writings of the early Chinese 
philosophers show that they understood the problems 
of stabilization very well. Furthermore, Chinese 
rulers tested those principles at various periods. 
The following principle which is credited to Kuan Tzu, 
who died in 644 B.C., is typical: “The Government 
should control the ratio between money and commod- 


“ities by issuing and redeeming money" .+ Managed 


1 Chan Huan Chang, The Economic Principle of 
Confucious and His School; quoted in Stable Money, 
iPving Fisher, .p. 7. 
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valueless currencies were far from being isolated 
curiosities in ancient times. They were, in fact, 
quite common and were successful over long periods 
of time. The classical example is of course the 
Spartan system which continued for about three hun- 


dred and fifty years. 


200 Years of “Gentle Inflation", 1150-1350 

From 1150 to 1250 an interesting monetary 
development took place in central Europe. The rulers 
of Deke! states would call in the silver coins, 
called bracteates, for purposes of recoinage. They 
were called in as often as twice a year. The recoin- 
age involved debasement as it was the custom to charge 
a seignorage fee of about 25g.+ Since these coins 
were subject to a steady depreciation, holders 
naturally could not profitably hoard them. In fact 
it was to the holder's interest to get rid of them 
as quickly as possible. They were convenient for the 
making of change. Prior to this time central Europe 
had no coins in small denominations. They had other 
notable advantages, but the important feature of this 
curious monetary development was their velocity of 


circulation. The desire to hold goods instead of 


“coins proved to be very stimulating to trade. The 





1 Stable Money, Irving Fisher, p. 9. 
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rulers of that day doubtless did not understand the 
effect of this velocity control. Later writers, 
however, realized that this period of revival from 
1150 to 1350 profited from the fact that at no time 
during these two hundred years was there a period of 
falling prices. The steady depreciation of the coins 
made this a period of slowly rising prices. It was a 


period of mild inflation, from which there was no 


Teaction. One might take an altogether too narrow 


view of this development and ascribe the great revival 
of the twelfth century to the gentle inflation of the 
time. We can at least claim that this gentle infla- 
tion was a contributing cause. It was a very fortuitous 
circumstance that the Kenaissance was not impeded by any 


period of deflation. 


trend ‘toward a More Scientific Standard 

During more modern times results obtained 
from conscious efforts to attain a more stable price 
level have been disappointing. Progress has been slow 
and many mistakes have been made. Society has been 
hampered by the persistent superstition that money 
must have value. All history proves that money which 


has intrinsic value defies all attempts to stabilize 


it. step by step society is moving toward a scientific 


money system. under the terrific strain of modern wars 
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and twentieth century business depressions, nations 
have been forced to adopt monetary devices which were 
believed to be unsound. The world is like a great 
laboratory today in which these supposedly unsound 
monetary devices are subjected to scientific obser- 
vation. For instance, monetary experts are giving 
careful consideration ie the unbelievably successful 
experiment in Sweden where a stable price level has 
been maintained for several years through the use of 
an irredeemable paper currency. 

Step by step society is discovering the 
nature of monetary difficulties and their causes. 
There have been periods of inflation resulting in 
chaotic conditions when even the monetary authorities 
did not understand what was taking place. Now, our 
concepts are clearer. From crude recognition of the 
problem and study of remedies during the past few hun- 
dred years we are gradually evolving a scientific 
money theory. 

The concept of an unstable monetary unit 
was understood in earlier centuries, a clearer idea 
of the problems involved in stabilizing the value of 


money has grown steadily decade after decade. Seven- 


. teenth century writers recognized the fact that the 


purchasing power of money itself fluctuates. sir 
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William Petty pointed out that "The value of Silver 
rises and falls itself; for Men make Vessels of 
coyned Silver, if they can gain by the Workmanship 
enough to defray the Destruction of the Coynage, 

and withal, more than they could expect by employ- 
ing the same Silver in a way of Trade". He deplored 
the fact that speculators made profits at the expense 
of the ignorant public by taking advantage of price 
fluctuations. Freiherr Samuel Von Puffendorf (1622- 
1694) argued that the price of money must necessarily 
follow the price of the metal which is traded as a 
commodity in the market. He concluded that the price 
of the money must: follow the scarcity or plentiful- 
ness of the metal. Early in the eighteenth century 
Bishop Fleetwood estimated that the value of money 
during two and a half centuries had decreased in the 
ratio of six to one. He arrived at this ratio by 
studies of price changes in certain important commod- 
ities. Later, through the use of index numbers these 
great price changes were definitely traced to the 
huge imports of gold and silver from America. Today 
it is recognized that other things being equal, the 
quantity of money and not its quality, determines the 


_price level. This is now recognized as a truism. 
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Harly Modern Concepts 

In 1737 Bishop Berkley suggested that 
money itself be made a stable measure of value, 
“whether the true Idea of Money, as such, be not 
altogether that of a Ticket or Counter". In 1752 
David Hume raised the question of public and private 


banking: 


"If the public provide not a bank, private 
bankers will take advantage of this circum- 
stance..... And therefore ‘tis better, it 

may be thought, that a public company should 
enjoy the benefit of that paper credit, which 
always will have place in every opulent king- 
dom. but to endeavor artificially to increase 
such credit, can never be to the interest of 
any trading nation; but must lay under dis- 
advantages, by increasing money beyond its 
natural proportion to labour and commodities, 
and thereby heightening thejr price to the 
merchant and manufacturer." 


The inadequacy of precious metals was 


pointed out in 1767 by Sir James Steuart: 


"No material money, let it be contrived as 
it will, is exempted from vicissitudes in 
its value as a metal. This is proved by 
the universal risings and sinkings in the 
price of commodities, in consequence of 
circumstances peculiar to the coin. ‘these 
risings and sinkings of prices, I say, are 
properly the risings and sinkings of the 
value of the coin, and this fluctuation 
gain in the value of the coin, is a 
lengthening and contracting of the equal 
parts of the scale of value which is 
attached to it. Now there is no such thing 


1 Political Discourses, "Of Money", p. 44; quoted in 
Stable Money, Irving Fisher, p. 15. 
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as any vicissitudes in the prices OF 

ALL COMMODITIES with respect to bank 

money. 
Tabular Standard of Massachusetts, 1777 

During the past few hundred years numerous 

proposals have been made and many practical steps 
have been taken to correct the injustice of rapidly 
changing price levels. About the middle of the 
eighteenth oe the Colony of Massachusetts Bay 
had suffered from rapidly changing prices. During 
the Kevolutionary War period, soldiers complained 
that their pay was not adequate to meet the rapidly 
changing prices. In 1777 a law was passed listing 
official prices of about fifty commodities. this 
price-fixing experiment did not work as it did not 
apply to the cost of producing the ee Wages 
rose and, as is always the case with price-fixing 
schemes, the price-fixing experiment did little good. 
In order to correct the injustice to the soldiers, 
Massachusetts agreed to a scheme which has since been 
called the tabular standard. ‘he soldiers’ wages were 
adjusted as the prices of commodities fluctuated. If 
prices rose fifty per cent the soldiers! pay was in- 


creased by that percentage. At first the fifty com- 


~ modities listed in the price-fixing law were used as 





1 Political Discourses, "Of Money", p. 44; quoted 
in Stable Money, Irving Fisher, p. 17; 
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an index. Later four commodities; namely, beef, 
indian corn, sheeps! wool, and sole leather were 
substituted for the original fifty. the soldiers 
and the officers received their pay in “Depreciation 
Notes" which were payable in current money in such 
amounts as would make their purchasing power equal 
from month to month. ‘The following is a quotation 
from one of these notes: 

"Both Principal and Interest to be paid in 

the then current Money of said State, in a 

greater or less Sum, according as Five 

Bushels of Corn, sixty-eight rounds and 

four-seventh Parts of a Pound of Beef, Ten 

Pounds of Sheeps Wool, and sixteen Pounds 

of Sole Leather shall then cost, more or 

less than One Hundred and Thirty Pounds of 

Current Money, at the then current Prices 

_ of said Articles...! 
Lack of Index Numbers 
Early in the nineteenth century few people 

understood the reason for the high price of gold 
bullion. Goncepts that are widely understood today 
were obscure even among bankers during Napoleonic 
wer days. After the exhaustive studies made by the 
Bullion Committee, published in 1810, the right ex- 


planation was accepted. ‘the bank had been steadily 


increasing the amount of inconvertible notes and the 


- Committee concluded that the change in the price of 





1 Quoted in Gold and Prices, Warren & Pearson, p. 24. 
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gold bullion was due to the excess of paper currency. 
David Kicardo led the fight to return to the gold 
standard. tthe opposition pointed out that few 

classes of society would be benefited by this return 
except the owners of money. it was understood that a9 
contraction of the circulation medium would increase 
the value of money at the expense of society. While 
Ricardo advocated a constant price of gold he evidently 
thought that a stable standard is impossible. He said, 
“No plan can possibly be devised which will maintain 
money at an absolutely uniform value, because it will 
always be subject to these variations to which the 
commodity itself is subject, which has been fixed upon 
as a standard." Although Ricardo wrote extensively on 
prices and currency, he made little or no use of index 
numbers. ‘The opinions of earlier gotteee doubtless 
would have been very difficult had this modern device 
been better understood. Ricardo believed that “while 
the precious metals continue to be the standard .of our 
currency, money must necessarily undergo the same vari- 
ations in value as those metals".+ He was certainly 


right about that. 





1 Proposals for an Economical and Secure Currency, 
David Ricardo, p. 22; quoted in Stable Money, 
Irving Fisher, p. 235. 
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Tabular Standard -- Jevons 

After 1822 very definite proposals were 
made designed to correct the evils of instability. 
Some writers like Joseph Lowe, believing with Ricardo, 


that it is impossible to stabilize the value of money, 


recommended a tabular standard similer to that used 


so successfully in the Massachusetts Bay Colony during 
Revolutionary War days. Adjustments under this plan 
were to be discretionary with the contracting parties 
at first. Later, if the plan proved successful, it 
was to be made compulsory. Other writers, like John 
Rooke, advanced various theories in the belief that 
the monetary standard itself could be stabilized by 
regulating the quantity of money kept in circulation. 
Again the imperfection or lack of index numbers made 
for confused thinking.+ A controversy arose as to 
whether farm wages or commodities should be stabilized. 
While it was recognized that definite dislocations in 
the money system might be prevented, no scientific 
method of accomplishing this end could be worked out 
without commodity price indexes or wage series. 
Furthermore, few had any conception of what is now 
referred to as the "money illusion". The concept of 


money based on an average of the mass of commodities 





1 Cited in Stable Money, Irving Fisher, p. 26. 
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was too eset e for the average man and still is. 
Meanwhile, the Bank of England had a very profitable 
private monopoly and those connected with the Bank 
were naturally more interested in private profit 
than in public welfare. 

W. Stanley Jevons considered the idea of 
a commodity dollar but abandoned it as impractical. 
He became an ardent advocate of the tabular standard. 
He also urged the abandonment of gold as a standard 
and argued that since gold had lost its stability all 
pretense for retaining it as the standard of value 
was gone. It was Jevons! belief that money cannot 
be made stable and therefore changes should be made 


in the value of deferred payments. 


Inconvertible Paper 

With the scientific development of index 
numbers clearer concepts of what can be done have 
evolved. Mr. J. Barr Robertson, before the Royal 
Commission on Gold and Silver in 1886, recommended 
the issuance of inconvertible paper currency based 
on the use of index numbers. He believed that such 
a measure would prevent falling prices and all 


resulting evil consequences. ‘the Committee dis- 


- missed the theory. 
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Marshall -- An Advocate of Managed 
Currency, 1587 


In 1887 Professor Alfred Marshall, Dean 
of English economists, took up the fight for a 
proper standard of purchasing power. ‘he lack of 
a stable standard, he held, was the chief cause of 
the survival of the monstrous fallacy that there 
can be produced too much of everything.+ Marshall's 
opinion on this question is a forerunner of the 
"poverty in the midst of plenty" arguments of re- 
cent years. When there is a general fall in prices 
a scarcity of money makes it appear that there is 
too much of everything. Instead of adjusting prices 
by relieving the scarcity we destroy inventories and 
limit production. It is fifty years since Marshall 
championed this cause. Our progress in monetary 
matters since that time is mainly theoretical. The 
evils that he pointed out are now acute. Unless 
they are corrected soon our type of civilization is 
doomed. The head of a Rothschild rolling in Austria 
is merely a foretaste of what is to come. Society 
in some parts of the world has caught up with a cer- 
tain type of banker. 

Marshall also believed that the value of 


currency could be maintained by varying the metallic 





1 Remedies for Fluctuations of General Prices in 
"Contemporary Keview", March, 1887, pp. 355-3753 
Alfred Marshall cited in Stable Money, Irving 
Fisher; Pp. oT. 
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content of the standard. He also suggested, as 
early as 1887, the purchase and sale of securities 
by central banks as 4 means of increasing and de- 
ereasing the volume of circulation. The American 
Federal Reserve Banks stumbled blindly upon the 
practical usefulness of this device in the early 


1920's,+ 


Varying Weight of Gold Pound -- Williams, 1892 
During the last quarter of the nineteenth 


century various plans and suggestions were advanced 
to prevent oscillations in the purchasing power of 
money. In 1892 Aneurin Williams, a member of 
Parliament, proposed a paper currency convertible 
into a varying amount of gold so that the currency 
would buy an invariable amount of commodities. He 


proposed to have the index checked every night and 


his plan provided for continuous Government redemption 


of notes. The price of gold bullion would however 


change constantly with the rise and fall of prices. 


1 Remedies for Fluctuations in General Prices in 
"Contemporary neview", March, 1887, pp. 355-375; 
Alfred Marshall cited in Stable Money, Irving 
Pa Bete D2 8'74 

& Cited in Stable Money, Irving Fisher, p. 41. 
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Manipulation of Discount Kate -- 
Wicksell, 1900 


Near the turn of the century the great 
Swedish economist, Dr. Knut Wicksell, proposed the 
manipulation of the discount rate as a device to 
help maintain a stable price level. This proposal 
has met little opposition in theory. Wicksell also 


pointed out that stability of domestic prices is far 


- more important than stabilization of foreign exchange. 


This latter proposal has met much opposition, partic- 
ularly in countries doing a relatively large foreign 
trade. It took Swedish economists forty years to 
learn the lesson that Wicksell taught, but today the 
financial stability of Sweden is a marvel in an other- 


wise chaotic financial world. 


Velocity of Circulation -- Gesell, 1900 

Another original contribution to stable 
money theory came about this same time from a German 
business man named Silvio Gesell. He held that hot 
only the quantity of money but its velocity of. cir- 
culation should be controlled. Gesell further claimed 
that, since goods spoil and must be offered for sale, 


money should be made to deteriorate also. For a 


. practical device to accomplish this he recommended a 


tax on money of five per cent per annum. fTfhis tax 
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plan has not made much headway either in theory or 
in practice, although the social credit plan of 
Major Douglas and a somewhat similar scheme by 

nm. S. Holter both provide for such taxes to speed 
up the velocity of circulation. ‘the ramifications 
of the tax part of these plans would seem to be a 


little too complicated for practical consideration.2 


Silver Controversy 


the silver controversy, which broke out 
during the latter part of the century was basically 
an attempt to stabilize prices, which had been falling 
since the Givil War. according to an index number of 
wholesale prices prepared oy warren, Pearson and 
Stokes, prices fell from a high of 223 in January 
1865, to a low of 66 in June 1896, representing a 
total deflation of over seventy per cent.” Free- 
silver advocates realized that the long period of 
depression and falling prices were caused by a rise 
in the value of gold. It was clear to them that no 
single standard can perform perfectly the function 
of a standard for deferred payments. They pointed 


out that two commodities, gold and silver, rarely 


1 Stable Money, Irving Fisher, p. 435. 

> 2 Wafren, G. e Peerson, F. A., and Stoker, H. M. 
Wholesale Prices for 215 Years, 1720 to 1922, 
Cornell University Agricultural Experiment 
Station Memoir 142, p. 6, November 1952. Warren, 
G. F.; and Pearson, F. A., Wholesale prices in 
the United States for 155 Years, Farm Economics, 
No. 72, pp. 1586-7, September 1921. 
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rise or fall in value at the same time and that 
therefore a bimetallic standard would prevent the 
more violent fluctuations. This movement came to 

a head in the William Jennings Bryan campaign of 
1896 and would not have ended then but for the 
fortuitous discoveries of huge gold deposits in 
South Africa and in te Kldndt ice and Alaskan mines. 
The Cyanide process which was perfected at that time 
made it profitable to produce gold from lower grade 
ores. ‘the total annual production of gold quad- 
rupled.t The resulting effect was a change in the 
secular trend of prices which continued until the 
World War. 

An uninformed public was deceived by gold 
advocates into the belief that revival was due to 
confidence incident to the settlement of the silver 
question. However wrong Bryan may have been in advo- 
cating silver he was fundamentally right in his ad- 

| vocacy of stable money. At Madison Square Garden in 
1896, he said: 

“What is the test of honest money? It 

must certainly be found in the purchasing 


power of the dollar. An absolutely honest 
money would not vary in its purchasing power; 





1 Gold Production and Prices before and after the War, 
Indiana University Studies, Vol. XI, March, 1928. 
Lionel D. Edie cited in Stable Money, Irving Fisher, 
RecSts 
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it would be absolutely stable, when 
measured by average prices. A dollar 
which increases in purchasing power is 
just as dishonest as a dollar which 
decreases in purchasing power. 


High Cost of Living, 1896 to 1913 
Looking back from the years preceding the 


World War the public realized that something had 

gone wrong. Everyone was talking about the high 

eost of living. ‘the secular trend had been rising 
for sixteen years and the man in the street was again 


the victim. Again the villain was gold. From July, 


1897, to April, 1910, the price level had risen forty- 


three per cent. ~ Times were better on the whole, al- 
though wages lagged. Bondholders felt the: pinch as 
did others with fixed incomes. Interest in the sub- 
ject during the period from 1906-10 is reflected in 
the fact that the number of publications on the high 
cost of living increased from thirty-five to one hun- 
dred twenty-one.° Furthermore, it was a world prob- 
lem. The increased supply of world gold was the 
underlying cause. When will the world learn that 
the ever present uncertainty in the future value of 
gold should prevent conservative people from using 
such a substance as a@ monetary standard! As D. H. 

- Robertson writes: 

1 Quoted in Stable Money, Irving Fisher, p. 54. 


2 Gold and Prices, Warren and Pearson, p. 14. 
5 Stable Money, Irving Fisher, p. 58. 
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"It is difficult to regard as very stable 
or sacred a standard of value which is liable 
to be upset by the discovery of new mines or 
processes of mining, by a decision on the 
part of some State to achieve the gold stand- 
ard or of some other State to abandon it, by 
a Sloughing off of the hereditary taboos of 
the Indian ryot or the London banker. ‘the 
value of the yellow metal, originally chosen 
as money because it tickled the fancy of 
Savages, is clearly a chancy and irrelevant 
thing on which to.base the value of our ee 
and the stability of our industrial system." 


i 


1 Money, D. H. Robertson, p. 144; quoted in The 
‘Story of Money, Norman Angell, p. 365. 
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CHAPTER IV 


UNSTABLE GOLD 


Traditional Gold Standard -- Managed 
On January 51, 1954, Professor R. M. 
MacIver, submitted the report of the Columbia 
University Commission on "Economic Keconstruction" 
to President Butler. the report very definitely 
recommended a “managed currency“. It says: 
"The choice before us, under exist- 
ing conditions, does not lie between an 
automatic regulator of money and a man- 
aged currency, with or without a gold 
basis. We cannot, even if we would, 
avoid the necessity of control. ‘he 
only choice concerns the form of control 
we adopt and the objective we deem most 
essential for the determination of its 
policy. *1 
The traditional nineteenth century gold 
standard was in a very real sense a managed stand- 
ard. The issue of bank notes was not only subject 
to laws, but was also controlled by the banks. ‘he 
raising and lowering of the bank rate was under the 
strict direction of the Bank of England. ‘tthe need 
for keeping the exchange rates stable certainly 
called for supervision. ‘the fixing of reserve 
“ratios was in itself a matter of management, as 
1 Columbia University Commission, Economic 


Reconstruction, p. 58; quoted in Stable Money, 
Irving Fisher, p. ‘71. 
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also was the suspension of the pank Act. Since 
the development of deposit currency there has been 
no approach to what could be called an automatic 


gold standard. 


Alleged Advantages of Gold 


Gold is an ideal international medium of 
exchange. In spite of the fact that nearly every 
leading country has dropped the traditional gold 
standard, this metal is still the most universally 
acceptable commodity. fhere is still unlimited 
willingness to accept it everywhere. More a that, 
while private hoarding has apparently decreased, 
governments are conserving their gold supplies in a 
manner which amounts to government hoarding. Gold 
has certain intrinsic qualities which make it most 
suitable for the settlement of international balances. 
nations having a relatively large international trade 
realize that the problems of international trade and 
finance cali for an international standard that is 
the same for all of the principal countries. 

There were other advantages claimed for the 
pre-war gold standard, by its advocates. gQurrency is 
exchangeable in a fixed weight of gold. Furthermore, 
any two currencies that are on a gold standard may be 


quoted in terms of each other. If one monetary unit 
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contains 4.86 times more gold than another, calcu- 
lations can be easily made and the par of exchange 
established. Since the material behind the money 

is itself an article of commerce which can be shipped 
abroad, it is merely necessary to calculate the rela- 
tive weights of the various currencies to determine 
their relative values. 

Advocates of a gold standard have always 
held that one basic reason for such a standard is to 
protect society from excessive changes in the supply 
of the media of exchange. The world's stock of gold 
has been accumulating for centuries. It is not phys- 
ically possible to increase that supply by any large 
percentage in a short space of time. Furthermore, 
the supply does not shrink in physical volume. There 
is therefore a stability in the totel quantity of 
world gold. For a very long period prior to the 
present decade the production of gold fluctuated 
between two and four per cent of the accumulated 
stock of gold. Gustav Cassel and Joseph Kitchin 
made independent studies of the year to year gold 
production and came to substantially the same con- 
clusion: 


"An annual production of three per 
cent of the supply at dny time is a 
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condition for the pad oeenenee of the 

general price level unchanged, so far 

as the gold supply is concerned." 
Equalization of Trade Balance 

Another alleged advantage of the gold 

standard is suggested by Mr. Gladstone's statement 
that, "The great object of care and attention is 
the maintaining or restoring of its (the Bank of 
England's) reserve."© The practical application 
of this point of view was the keeping of the ex- 
change rates within the gold points. The supposed 
advantage that was to flow from this very great 
solicitude for stable exchange rates was inter- 
national equilibrium of price levels throughout 
the world, particularly of goods which enter inter- 
national trade. Among gold standard countries, 
gold tends to flow to the country having the lowest 
price level. For example, if prices were falling 
in the United States it would be cheaper to buy in 
our markets. This would increase the demand for 
dollar exchange, and gold would therefore flow in. 
In time, the increasing quantities of gold would 
have an inflationary effect on our price level, and 


the shipments of gold to our banks would stop. 


1 The Theory of Social Economy, 1923, Gustav Cassel, 


be SOL. 


2 Quoted in The Banks and Prosperity, Lionel D. Edie, 
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Meanwhile, in the countries having the higher price 
levels an opposite movement would be taking place. 

In the case of the latter gold flowing out would have 
a deflationsry effect. Thus, there was a constant 
tendency for prices to be equalized throughout the 
gold-stendard world. Opinions differ as to the great 
destrabiait} of a device that periodically creates a 
deflation. However, gold stendard advocates, unblush- 
ingly and rather proudly, claim this defletionery 
effect as en adventage. 

Among nations on the gold stendard, any 
deviation from the per of exchange indicated that trade 
relations were out of balance. The gold stendard tended 
to maintain a balance of trade in the sense of equality, 
in the balance of payment. This does not mean that the 
visible exports end imports were equal. It does mean 
thet the gold stendard had an equalizing effect on the 
debits end credits of foreign trede, which debits and 
credits would include invisible as well eas visible 
items. This was a very real advantage, end one would 
be disinclined to querrel with British finenciers for 
helping slong this tendency. It did not work as auto- 
matically as some writers think. In England and other 
countries, whenever the exchange rate indicated a grow- 


ing excess of imports, the bank rete was reised. This 
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raise had a deflationary effect snd reduced the tend- 
ency to import, encouraged exports, and re-established 


the equality of trade. This was good manegement. 


Briton!s Advantage in Sudden Withdrawels 
of Gold from Foreign Countries 


Another very great advantege from the point 
of view of the leading gold stendard country, Great 
Britain, was that large sums of gold could be with- 
drawn suddenly from the finsncial markets of any coun- 
try in the world. This was e tremendous adventege to 
the empire. It mede British power end prestige prac- 
tically supreme in both the political end economic 
world. This particular advantege to Great Britain 
was not inherent in the gold stendard as she discov- 
ered after the World War. Englend's power in this 
respect depended upon the billions of credits and 
investments that she had abroad. England hed spon- 
sored the gold standard for over a century. English 
imperialism and her world-wide trede benefited by its 
acceptance by leading countries. Any attempt to raise 
strenge gods in the monetary world met with stern 


treatment from British finenciers. The fect that 


defletion was caused by the quiet withdrawal of gold 


made this weapon very formidable indeed. In all 
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Sincerity we must admire the British for this astute- 
ness; for ell is fair in love and war -- including 
trade war. Although we may have been on the losing 
end, we can still admire the cleverness of British 
finencial statesmenship. Her financiers have won 
meny a battle without using the fleet. 

It is.interesting to note how teneciously 
and sincerely conservative British finsenciers adhere 
to traditional opinions in regsrd to the gold stand- 
ard. Governor Montagu Norman, testifying before the 
Macmillan Committee in 1929, said: "The mein consid- 
eration in connection with movements of the Bank Rate 
is the internetional consideration. "+ Chimiateaue 
upon this statement Lionel D. Edie decleres: "This 
philosophy has meant in practice s tendency to make 
a fetish of the exchange rate as something to be de- 
fended at all costs, even at the cost of a deflationary 


collapse of the domestic economy." 


Inelasticity of Gold 

Conservative sand radical theorists alike 
agree thet if money is to be stable in value it must 
have the quality of elasticity. By “elesticity" they 


' i. Quoted tim Dollars, Lionel. D... Edie,-p.. 80. 
ae abies 















wedutex aids - 
patie Fonte 
Ow gale srozorant <3 ade | 
5 7 Seo l adé. ante. os fd Ew 
' “pfeuotoeaed wos. efott ot pauitvosetniial a 
eterbe eyelonsol't de iting evitavapenes wh 
: ens 





-bieheo alas ofl shiek OSL se sessamoo ee 

etek esse end T6- edassievoml iter r mobs: , ae nee 
F sn ttnemsod a= got durrob bet is Be Pe 

gist" paein Lond-¢ racine 





mean that the money -- gold, paper, credit, or whet- 
ever they chose to use for money -- must rise end 
fell in quentity with the needs of trade. This means 
thet it must not only adapt itself to sessonal and 
incidental changes in the volume of business, but 
also that it should provide oan sdequate medium of 
exchange during the verious periods of the business 
cycle and e quantity commensurete with the normal 
growth of industry over longer periods of time. It 
seems a little too much to expect that a currency 
will adjust itself to the requirements of a war per- 
iod. It is a purely theoretical question, but very 
pertinent to consider if gold slone would be suffi- 
ciently elastic as e money to meet the ebove require- 
ments. Obviously, if judged by this test, it would be 
impossible to find a poorer kind of money. Because of 
the very nature of its production, gold could not re- 
spond in quantity to the needs of seesonal, cyclical, 
or unusual requirements. Furthermore, gold has been 
responsible for troublesome long-term or secular trends 
of commodity prices during the pest century. Of course, 
gold, like eny other currency, breaks down when war is 
declered. 

Various kinds of peper currency and credit 


have been used to supplement gold in en effort to 
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overcome the difficulties arising from the inelas- 
ticity of this metel. While the term "maneged cur- 
rency" may seem new, management of these supplementary 
currencies is not new. One of the chief problems of 
monetary science hss been to provide a eens of 
sufficient elasticity, and st the seme time to prevent 
that elasticity from creating the very instability 
that it was designed to prevent. If the supply of a 
currency does not adjust itself readily to chenging 
demands for money, whether from monetary or non- 
monetary ceuses, to that extent it falls short of 
ideal elasticity. Efforts to devise media of exchange 
thet would have an automatic elasticity of supply have 


proved hopeless. 


Passing of the Gold Standard 


For a standard that had so many powerful 
friends and so meny advantages it is indeed remarkable 
that so many nations abandoned it. However, it is 
probebly true thet it was not sbendoned as a matter 
ef finenciel foresight. Englend, producing 80% of the 
world's gold and primarily interested in maintaining 


the gold stendard, was forced off that standard twice 


since the war. Like Englend, other countries did not 


merely abandon the gold standard as e metter of party 
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politics or political expediency. They ebendoned it 
because they were forced to. The old gold standard 
simply did not work. And as things stend now, "All 
the king's horses and ell the king's men cantt put 
humpty-dumpty together agsin." In the future the 
burden of proof will certainly rest on those who 
advocate going back to es standard thet eppeers to 


have been a fair-weather stendard. 


Insolvency of Gold Standard 
The fundemental insolvency of the gold 


stendard and the great central benks that controlled 
it is seen in the fect that even with the gusrantee 
of their governments, they could not meet their obli- 
gations in gold. These were contractual obligations 
end when the banks could not meet them they were re- 
lieved of the responsibility by a kindly government. 
Scores of reasons can be found as to why a supposedly 
good stendard did not work. Whatever conditions of 5 
non-monetary nature sre advenced as the reason, the 
fact still remains that it did not stand up under the 
conditions thet prevailed. It may be claimed that 
governments and benking institutions did not live up 
to the rules of the game. No doubt such is the case, 
‘eee realistic, economic systems must teke into consid- 


eration the human element. 
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Lionel D. Edie, an suthority "prejudiced 
in favor of the gold standard, "advanced the follow- 
ing hypothesis in 1931: “Whet is trenspiring under 
the surface of things is nothing less then the pass- 
ing of the gold stenderd."* Ricardo pointed out 
thet his country had "drifted" onto the gold stend- 
ards in other respects the gold stendard appears to 
be an historicel accident. In the United Stetes it 
was not eloquence thet saved the gold standard. It 
was the discovery of the Rend mines end the Klondike. 


One might say thet Cecil Rhodes beat Bryan and 


elected Williem McKinley president of the United 


States. The upwerd seculer trend of prices after 
1896 insured the survival of the gold stendard dur- 
ing fair financial weather until the World Wer. So, 
it need not surprise us thet unseen forces heve 
started the drift in another direction. Edie feels 
that something hes happened to the gold standard 
which has nullified and destroyed its fundamental 


supply-function. 


Federsel Keserve Kesponsibilit 
for Pas sing of Gold 


The Federal Reserve Act was probably the 


most radical piece of benking legislation of modern 


1. The Banks end Prosperity, Lionel D. Edie, p. 156. 
Se  TDtea. L577. 
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times. Whether it was the intention of the framers 

of the act or not, it did permit central bankers to 
usurp to themselves certain peRpounTbs [1088s of far- 
reaching importance. Up to thst time there was, due 

to the working of the gold standard, still considerable 
Limitation upon the expansion and contraction of credit. 
The direct link between gold and credit was cut. Var- 
ious devices were invented to insure what wes called 
“automatic elasticity of credit." Credit was certainly 
elastic, but it was not automatic. Its elasticity was 
subject to the discretion of the Federal Reserve suthor- 
ities, subject to any philosophy of inflation, : defla- 
tion, or stabilization that the particular parties in 


power might subscribe to at any particular time. 


Gold "Sterilized" 
Senator Carter Gless and the late H. Parker 

Willis, the sponsors of this really redical legisla- 
tion, were the most outspoken defenders of the gold 
standerd! They were the High Priests of the Inner 
Shrine. Both professed faith in the mysticel powers 
of gold. Yet with the exception of » brief period 
in 1920 the management of our credit end currency 
might just es well have been independent of gold. 

Gold, for all practices] purposes, hed been ster- 


ilized. English benkers looked on with mixed 
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feelings of edmiration and alarm. Foreign benkers 
know what they meen by "gold standerd," ond it is 
doubtful that very many of them thought a 3.5% gold 
reserve adequate to restrict enything. The ratio 
of reserves to deposits established by congress on 
June 21, 1917, was as follows: 


Demend Time 
Deposits Deposits 


Centrel Reserve city banks 13% 3% 
Reserve city banks 10% 3% 
Country banks 1% 3% 


Administretive Control of Credit 

Every Federal Reserve Benk wes required to 
meintain reserves in gold of not less than 35% -- 
10% x 35% = 3.5%. Thus the Federel Reserve System 
was permitted to expend credit on a» gold base of 3.5%. 
Furthermore, verious devices were created which were 
to make possible what was called "secondary expsnsion." 
The Federal Reserve Benks were provided with rediscount 
facilities and the power to buy and sell securities in 
the open market. They were authorized to allow reserve 
to fall below the legal requirement subject to a tex 
graduated in emount, to revise the reserve requirements 
of the country at large, or to suspend any and all re- 
serve requirements completely.? The Federal Reserve 


1. The Theory and Practice of Centrel Banking, 
Hy Parker Willis, p. etc. 
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Benks were thus in e position to inflete or deflate 
reserve balences at will. Since "secondary expansion" 
was made independent of the gold bese, the system was 
thus meade tremendously "elastic" send those in control 
could turn on infletion and deflation et will. They 
could, and did, restrict credit when bedly needed by 
puaiael bound they could pump huge quantities of credit 
into the system in en ettempt to reverse the waning 
demands of business that they themselves hed dis- 


couraged. 


Federal Reserve Notes Unimportent Relatively 


Provisions were also made for elasticity 
of note issue, end from the early discussions of the 
Federal Reserve Act it is clear that much was expected 
of the new notes. It was note elasticity and not 
eredit elasticity thst was expected to eccommodate 
the seasonal needs of business end restore confidence 
when Ppenic threatened. The view was widely held that 
this note elasticity would effectively end money pan- 
ies. There was some criticism. The law made Federal 
Reserve Notes (which ere in reality the promissory 
notes of private banks) the obligstions of the United 
States Government. Bryen objected to this. Others, 
like Cherles A. Lindbergh, Sr., thought thet it was 


unjust. “No one with an ounce of brains, unless 
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filled with injustice, or « mere hireling, . will 
defend such e practice," he wrote.- These ae 
icisms were directed et the form of the note rather 
then et its "elasticity." 

H. Parker Willis sseys: "Note issues under 
the Reserve System have shown comperetively little 
indication of the "elasticity" of which so much has 
been said, and which constitutes a genuine mark of 
Success in the management of a credit currency." 
The reason for this is doubtless the unexpected 
growth of the use of "deposit currency." The note 
issue is expensible end flexible, but the credit 


System under the Federal Reserve Act is more so. 


Elasticity of "Deposit Currency" on Elesticity 
OLE a 


) olicy 


The "elasticity" of the Federel Reserve 
System is an "elesticity™ of policy. The flexibility 
of the system permitted the widest kind of management. 
While the experience with note currency under the 
Federal Reserve System has proved diseppointing to 
the sponsors of the Act, other provisions proved, 
from their point of view, to be even more ssetisfectory 


then they had dreamed. The whole system of checks snd 


-l. Why Is Your Country at Wer, Cherles A. Lindbergh, Sr. 


b=, 615 
2. The Theory and Practice of Centrsl Banking, 
H. Parker Willis, p. 262. 
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deposits as it hes grown in the United Stetes is a 
modern, streamlined variety of "wild cat" benking. 
There is really no fundamentel difference between 
"wild cat" note issue end "wild cat" crestion of 
"deposit currency." How well the system was menaged 
mey be seen in the fect that there resulted the most 
unstable pesce-time price level of a whole century. 

The total volume of credit and currency was expended 
or contracted to suit the whims of powerful monetary 
authorities or those who hsd influence with these 
authorities. The theoretically ideal elesticity of 

the media of exchange that is supposed to perallel 
exactly the needs of business did not work out under 
Such management. How well the needs of business were 
met is reflected in a 40% deflation of the price level 
that took place between 1929 end 1932. There sre those 
who believe that the discouraging fall in the price 
level reduced the demand for credit steedily, and that 
this steadily decreasing demend for credit caused still 
further contraction of business. Does this view hold 
thet the monetary authorities could do nothing to stey 
the deflation? Are we to suppose that they knew of no 
anti-deflationary measures that would stop the progres- 
“sive drop in the volume of credit? The only tenable 
view is that the great deflation of 1929-1932 was 2a 


planned deflation. 
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In any case, as Professor Edie points out, 
"The historical events of the decede 1920-1930 demon- 
strated that the automatic elasticity, so called, was 
in fact eae scheme of syutomatic explosibility. In 1920, 
in the neme of elasticity the Federal Reserve ellowed 
rediscounts to run up to the tremendous sum of 
$2,780,000,000. In the snap-back it pruned them down 
to $396,000,000. In 1929-1931 the renge was from 
$1,096,000,000 at the peak of the stretching process 
to $149,000,000 et the end of the snep-beck."+ 

The so-called "banker standard" hes doubt- 
less had e great deal to do with the passing of the 
gold stendard end the evolution towerd some form of 
managed objective standard. While the result was at 
times chaotic, due to mismanegement, or due to im- 
proper control, nevertheless certain devices did work 
fer beyond the expectation of the sponsors. Bankers 
began to realize that if demand deposits could be ex- 
panded on a gold base of not more than 3.5%, end time 
deposits on a base of not more than 1%, they might 
elso expand on less. There is apperently no limit to 
this sort of expansion short of zero -- so fer as domes- 


tic currencies sre concerned. It is probable that the 


~ gold standard cannot endure in a world where benkers 


have become convinced that reserve bank credits are 





1. The Banks and Prosperity, Lionel D. Edie, p. 168. 
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adequate reserves for credit expansion. Sponsors of 
the Federal Reserve System, friends of gold, have 


accomplished whet the foes of gold failed to do. 


The Dominant Dollar 

Reginald McKenna, formerly Chanceller of 
the British Exchequer, and efterwards Chairman of the 
Midland Bank, is one of many foreign financiers who 
believe that the price level in the United States is 
determined by the deliberate policy of the Federal 
Reserve Board. He pointed out in 1925 that this con- 
trol wes, in a sense, world wide. He held that "it 
is not the value of gold in America which determines 
the value of the dollar, but the value of the doller 
which determines the value of gold." He explained the 
external influence of the Federal Reserve euthorities 
in this way: 

"The mechenism by which the dollar governs 
the external value of gold is obvious. If the 
price level outside America should rise in con- 
sequence of en increase in the supply of gold, 
f4merica would sbsorb the surplus gold; if, on 
the other hand, the externsl price level should 
fall in consequence of a shortsge of gold, 
@merica would supply the deficiency. The move- 
ment of gold would continue until the price 
levels inside and outside America were brought 
once more into equilibrium. Although gold is 
still the nominal basis of most currencies, the 


real determinant of movements in the general 
world level of prices is thus the purchesing 
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power of the doller. The conclusion there- 

fore is forced upon us that in « very rea 

sense the world is on a doller stsanderd." 

It is futile to try to explain the exces- 

Sive credit end price gyrations of the past fifteen 
or twenty years by cleiming that they resulted from 
the World War. The flexible system that wes set up 
in the United States under the Federal Reserve fct 
has so completely sterilized gold that the United 
States was nearly independent of the world influ- 
ences so fer as the expansion and contraction of 
#@merican credit was concerned. The breskdown of 
credit and price levels ebroad, even as late as 1930 
end 1931, mayy with justification, be traced to the 
World War. However, the contrection of Americen 
domestic credit was probably e mejor factor contrib- 
uting to Europeen woes. Actually, then, the bresk- 
down of american credit csused the breakdown pico 
rather than the commonly held belief that the break- 
down abroad caused the contrection of f#merican credit. 
American credit was supposed to be controlled et home. 
Well known devices for the expansion and contraction 
of reserve bank credit were controlled, and completely 
controlled, by Federal Reserve Bank suthorities. Gold 


could be hoarded in American banks without having eny 


1. Monetery Stability, Mr. Reginald P. McKenne, p. 157. 
Quoted in The Story of Money, Norman Angell, p. 575. 
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effect whetever on the volume of reserve benk credit, 
end reserve bank credit was the real base of fmerican 
expension of credit. Commenting on the "sterilization" 
of American gold, Professor Cassel, in his Rhodes 


Memorial Lectures, seid: 


"according to the clessicel doctrine 
of the automatic functioning of the Gold 
Standerd, such a rise of prices would have 
been the immediate effect of the inflow of 
gold, and this effect would have checked 
the inflow and eventually csused ea reversal 
of the movement. However, both in France 
end the United States there was an eversion 
from using the fresh gold scquired for sny 
such purpose, end to a large extent the gold 
was simply bvried in the veults of the Central 
Banks. As a consequence of ea restrictive 
credit policy the price-levels of these coun- 
tries were not only prevented from rising, but 
actuelly lowered, in spite of the continued 
inflow of gold .«.«... Had the gold been used 
in a normal way prices in France and the United 
States would have risen above the price-level 
of the outside world. This would heve led to 
en export of gold which would have saved the 
outside world from a further fell in prices end 
helped it to maintain the Gold Standard. Thus 
it mey truly be said that the breakdown of the 
Gold Standard was the result of a flagrant mis- 
management of this monetery mechanism." 


Increased Efficiency of Gold 

Mr. H. F. Fraser, who advocates es return to 
the traditional gold stenderd, denies that America 
"sterilized" her gold end sdvances the following 
“opinions: 


1. The Crisis of the World's Monetery System, Gustev 
| Cassel, P. 70-71. 
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"Great Britain wes forced off the gold 
standard by the rigidity of her internel 
economic structure. The external difficul- 
ties were but werning symptoms of the real 
underlying cause, lack of internal adjust- 
ment. The Bank and the Government could 
not save the gold standard because they 
were not prepsred to force such edjustment." 

In support of his denial that America 

"sterilized" her gold, Fraser pointed out that the 
Federal Reserve System which wes established in 1914 
effected a great economy in the use of gold by cen- 
tralizing, for the most part, our American gold re- 
serves, with the result’ that while our gold reserves 
in the period from 1914 to. 1929 increased by about’ 
$2,500,000,000, the loans and deposits of our banks 
increased by the stupendous sum of $35,000,000,000. 
At the end of this period our Americen gold reserves 
were less than seven per cent of our bank credit. 
According to Professor J. H. Williams, we have made 


amore intensive utilization of gold than any other 


country except Englend.? Professor Edie has shown 


that there has been s progressive economy in Americen 


gold from 1882 to 1925, when England went back on the 


gold standard: 


1. Gold and Monetary Stabilization, Professor J. H. 
Williams, p. 149, quoted in Greet Britain and 


the Gold Stendard, H. F. Fraser, p. 72. 
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TABLE IT 


Stock of Gold in the United States 
Expressed as a Per Cent of Individusl Deposits 
of all Banks Plus Stock of currency 
(1882-1925) a 


Year Per Cent 
1882 . be 
1913 9.8 
1925 B65 


a. Money, Bank Credit end Prices, Lionel D. Edie, p. 264 


If "sterilization" merely means “economy in 
the use of gold," then Freser is right. However, 
"sterilization" meant more than that. It meent that 
the upper end lower limits of credit expansion and 
contraction were determined, not by gold, but by cer- 
tein administretive devices of the Federel Reserve 


Banks. 


Defletion Necessary to the Gold Stenderd 


Flexibility in the economic structure is 
a necessity for the proper working of the gold stand- 
erd. This is true both internally end externelly. 


Price levels can rise and fall with the loss or gain 


“of gold stock if there are no restrictive contrectual 
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agreements which prevent cost adjustments. Fraser 
believes that there must be periodicel deflations 

in a system having the kind of gold stendard which 
he advocetes. Deflation in any country under such 

a system is considered desirable if prices ere above 
those of other countries that are on the gold stand- 
ard. That is one of the cardinal principles of the 


traditional gold standerd. 


Inflexible Wages and Competitive Prices 


However, weges are slso prices and, es such, 
should come down with other prices. Britons who love 
the gold standerd should direct their enthusiesm to 
the education of lebor in this matter of a lower wege 
Scale. Similer edjustments would have to be made in 
other important countries and, without the help of a 
dictator, reduction of wage sceles todsy is a hope- 
less task in every important nation. The prices of 
commodities that ere sold on free competitive markets 
would respond immediately to an outflow of gold, and 
would come down. If the price of lebor that goes in- 
to those commodities did not elso respond immediately, 
there would be unemployment, as producers could not 
.continue to produce under conditions of falling prices 


end fixed costs. If ge laborer happens to be producing 
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a product directly for the merket, he tends to con- 
tinue production when the price of his product falls. 
There is therefore no unemployment in his case, but 
he does seccept a lower money wage. If prices of 
other products go down also, he is no worse off as 
his reel weges have not changed. There is therefore 
no depression for him. However, if s producer is 
dependent upon hired labor that will not eccept 
lower wages when prices sere falling, his laborers 
are in reality receiving a higher real wage then 
they deserve and the producer will have to curteil 


production. Between 1924 end 1931, when England was 


forced off the gold standard, nominsl wages hed fallen 


only 23%, while wholesale prices had fallen 40%. 
Unemployment as a result rose stesdily during the 


period. 
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Illusion of Stebility 
The price of gold is fixed by lew over 


long periods of time. This fixing of a mint price 
gives an illusion of stability. Furthermore, the 
total stock of gold in the world cennot be increased 
very quickly. While this stock is always rising, 

the year to year increase in the total stock is not 
very great (about 3% on the everage). The fect that 
the total stock of gold is increasing constently has 
led to the erroneous belief that the gold supply is 
adequate and thet low prices at various periods hed 
not been csused by s gold shortage. The gold supply 
is, of course, not to be considered independent of the 
demand for gold. Various suthorities, such as Kitchen, 
Cassel, Edie, Hooker, Keynes snd Lehfeldt, heve mede 
studies of the relation between gold and the long-term 
trend of prices. Although vsrious statisticel methods 
were ated, the results were substantielly the same. 
Kitehen's conclusion is typicel: "For more then 75 
years before the war, if the world's stocks of mone- 
tery gold increased more rapidly than 3.1% per yeer, 
prices rose... If. they increased less rapidly prices 


Tee 


fell. Studies were mede in vsrious parts of the 


world -- in the United States, France, Denmark, end 


1.. The Supply of Gold Compared with the Prices of 
Commodities, Interim Report of the Gold 
Delegation of the Financial Committee of the 
League of Netions, Document C 375, M. 161. 


Quoted in Gold sand Prices, Wserren snd Pesrson, p. 94 
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Germeny -- snd different commodities were included 
in the indexes, but in sll csses the conclusion was 
the same. The reason that the quantity of gold hed 
to increase to sustain the price level is thet there 
hes been es year to year increase in the physical 
volume of production. 

At no time during the history of the gold 
standard hes the secular trend remained stable. 
After the gold discoveries of 1848, the yesr to year 
trend was up until after the Civil War. Beginning 
in January 1865, the long-term trend continued down- 
ward until reversed again by the gold discoveries 
made in the last decades of the century. The low 
point was reeched in Jume, 1896. Theresfter, under 
the stimulus of the greet quentities of new gold, 
prices throughout the world rose. One of the fore- 
most problems of the period immedietely before the 
World War was the high cost of living in 1913. 

After the war inflation, and following the high peak 
of prices made in Mey 1920, the yeer to yeer trend 
turned down, end all countries, except those that 
were not on a gold standerd, experienced the most 


cruel defletion of modern times. In the United 


States, the low point was reseched in Februsry 1933. 


Prices, in terms of gold, continued: to fall, but 
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prices in terms of dollars rose. The deflation endeca 
in some countries in 1931 when inconvertible curren- 
cies were sedopted. The stetement thet the wide price 
chenges that occurred since the war were world-wide 
must be qualified somewhat. China did not experience 
either the’ doubling of prices sround 1920 or the great 
collapse that followed. Not until 1931 did prices 
begin to fall’ there. The decline st thet time was 


due to the large withdrawals of silver. 


Gold an Unstable Peace-Time Stendard 

The most important characteristic of any 
currency is stability of value. In this respect gold 
has feiled miserably in compsrison with other stsndards. 
Gold has been given every adventege. It is always a 
question of returning to gold only when times of dis- 
turbance have passed. There is no standard thet re- 
quires quite such ideal conditions. Yet, during four- 
teen years, from 1920 to 1933, fourteen yeers of peace, 
the value of gold rose 25341" The point of view of 
some friends of the gold stendard is thet peace-time 
stebility is due to paper. The Columbie University 
Commission pee "Tt is en entirely fallacious notion 


that paper standards sre uncontrollsble. It is strange 


1. Gold end Prices, Warren and Pearson, p. 89. 
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thet such statements should still be made by monetery 
authorities in the light of experience with paper cur- 
rencies in the past few years," During the periods 
when England hes been off gold, from 1797 to 1821, 
from 1914 to 1925, end again since 1931, there were 

no inflationsry excesses. 

After the gyrations of the pest two decades 
business men should be completely disillusioned es to 
the stability of the gold stenderd. George F. Warren, 
Professor of Agricultural Economics and Frank A. 
Pegrson, Professor of Prices end Statistics, both of 
Cornell University, meade elaborate studies of the value 
of gold in England for 152 yeers, showing the compare- 
tive smounts of other commodities that could be bought 
with an ounce of gold. They found that, in 1934, gold 
had resched the highest value it hed attsined during 
150 years. Its value was even greeter than in 1896. 
From 1914 to 1934, the fluctuations were more violent 
than at any previous time in 150 years. Similer studies 
meade by Warren and Pearson indicate that changes in the 
value of gold were about the same in the United States 
as in Englend. “Gold reached the highest value ever 


known in the United States in 1934. Other periods of 


i: Economic Reconstruction, Report of the Columbia 


University Commission, p. 40. Quoted, p. 290 
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very high value were in 1843 end 1896. The lowest 
value ever known was in 1920. After 1929, the value 
ef gold rose with great rapidity. In fourteen years 
the value of gold changed from the lowest to the 
highest level known in the history of the United 


States." 


Trade Restriction snd Automatic Price Adjustments 


There ere other inflexible elements that 
would prevent adjustment in the price structure and 
a proper working of the gold standerd: for exemple, 
set prices, controlled by monopolistic and quasi- 
monopolistic enterprise, encouraged by governments 
and defended by organized business. If prices are 
practically "pegged" by eny such powerful group, 
other groups are injured whenever the general level 
of prices falls;.as it must at times if the gold 
standerd is to work as it is intended to. 

There is another type of rigidity thet 
has to do with. trade restrictions. It is just plsin 
honesty for e government to establish s sound equi- 
librium in its balance of peyments. Furthermore, 
it is doubtful that sny nation can avoid doing so in 


the long run.’ Mercentilist notions of "a favorable 


vin Gold sand Prices, Werren and Pearson, p. 86. 
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belence of trede*® in precticel affsirs, rob the 
nations involved of the sdvanteges of international 
division of labor. For example, if we erect a teriff 
well against Germen toys, it will be only e metter of 
time before sn edverse trede Dalance will compel 
Germany to stop importations from the United States. 
The illustration is a little oversimplified, but the 
principle is sound. Both countries lose. There ere 
times when we should fades our exports and increase 
our imports. It is the only rationel thing to do. 
We ere unwilling to abandon mercantilist doctrines 
in fact as well as in text books. However, if this 
were politically feasible at all, it would be done, 
with or without the gold standsrd and the point that 
must be stressed here is not the recognized stupidity 
of tariff policies -- our own in perticuler --, 
rather the futility of expecting that anything will 
be done ebout it. It is a strange fact that the great 
majority of Americens would fight "tooth and toensil" 
to prevent s balance of international payments. War 
debts and interest psyments on the wer debts are 
credits to us in the balance of payments. Any govern- 
ment responsible for an incresse of imports which would 
.make these payments possible would be retired st the 


next election. Ministries in other countries must 
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accede to the protection demands of powerful pres- 
sure groups or they will be displsced by those who 


will. 


The Return to Laissez-faire Difficult 

The fundsmental objective of the gold 
stenderd -- equalization of international balances -- 
is a just objective, end one that is highly desireble. 
Gold standsrd advocates sapparently feel that we should 
do all of those things which will balence internstional 
trade. and domestic social relations, end then let the 
gold stsendard sutomaticelly keep things in balance. 
Unfortunately, the rigidity that has crept into the 
world's economic structure is something that cennot 
be corrected merely because some economists think thet 
the gold stendsard would work under conditions of 
laissez-faire. If we could do away with ell wage 
agreements, repeal the tariff laws, and trede re- 
strictions, quotas, and embargoes, do away with all 
monopolies, hang Hitler end Mussolini, and re-esteb- 
lish laissez-faire conditions in ell foreign and 
domestic relations, the gold standard might work. 

A 100% idesl system of laissez-faire hes 
never been tried anywhere, end it has never been 


-approached enywhere except in Englend. It is still 
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possible at a Rotery Club dinner and in some polit- 
ical circles in both the United States and England 

to get a cheer by denouncing the government for 
meddling, but in both countries it is beyond the 
bounds of practicel politics to think of going back 
to any system moderately resembling laissez-faire. 

In England, Parliament has passed act after act regu- 
lating the relations between employers and employees, 


end tariffs have been imposed with little opposition. 


artificiel Changes of the Secular Trend 


Prices do get out of line with the secular 
trend for a variety of reasons that have to do with 
gold. For exemple, if a country goes off the gold 
stendard the demsend for gold is lessened. The fact 
that most of the countries of the world discontinued 
the gold standard during and efter the wer accounts 
for the fact that prices got out of line at that time. 
The quantities of gold that were released supported 
higher price levels in countries that remained on the 
Standard. Another thing thet has a very real effect 
on the secular trend is the prectice of "sterilizing" 
gold. This device has already been discussed. 


It is technically different from other methods of 


1. See p. 65. 
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increasing the efficiency of gold and is more like 

an ectual decrease in supply. Develuation affects 
the outer trend in two ways: first, by the increase 
in the number of monetary units, such es dollers, 
pounds, etc.; secondly, by the increased quantity 

of gold produced under the stimulus of a higher mint 
price. Thies e 40% increase in the price of gold not 
only increased the number of dollars by that percent- 
age, but it also started production set whet were pre- 
viously sub-merginal mines. The year to year increase 
is greater in weight, and worth more in dollars. But 
wheat is much more importent is that the world's stock 
of gold is increased by ea percentege which is grester 
then the yearly average of 3%. In 1935 the increase 
of the world's total stock amounted to the phenom- 
inally high figure of 5%.+ Since that time the ex- 
pensive movement has continued and the end is not yet 
in sight. According to the Midland Benk Review the 


world's output of new gold in 1937 is estimated et a 


higher figure than ever, both in quantity and in value: 


In weight it showed a rise of more than 
five per cent as compsred with 1936, and was 
two-thirds as large again as in 19350, before 
the breek-up of the ingernational monetery 
system then operating. 


1. Trends in Gold Production and Monetery Stocks, 
Walter’ B. Kahn, Foreign Affairs, July 1936, p.702. 


2. Midlend Benk Review, May-June 1938, p. l. 
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Effect of Devalustion -- Warren 
end Peserson Cited 


Professor Werren, who advised President 
Roosevelt in the matter of doller devaluation, ex- 
pected en immediate effect on the price level from 
an incressed number of gold units. He wrote: 

“When e country changes the price of 
gold,the effect on prices of most basic 
commodities is prectically instanteneous. 

In fact, the anticipation of a change in 

the price of gold may cause commodity prices 

to change in advence of the fact. An in- 

crease. in the price of gold gredually affects 

all prices. It either relieves prices_from 

declining or actuelly increases them. "1 
In magazine articles and elsewhere the cleim was msde 
thet basic commodity prices ectually did move sapprox- 
imately in proportion to the advance in the price of 
gold. The period used as proof of this contention 
was from February 1935 to #August 1934. The price of 
gold was compared with the Journel of Commerce index 
of prices of thirty commodities. The Journal of 
Commerce index rose 67%. The price of gold rose 69%. 
While this writer.is still skeptical, these figures 


show an emazing methematical correspondence to say 


the least. ~ 


i, Gold snd Prices, Warren and Pearson, p. 191. 
Bp 2ete.; np. 193. 
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Increasing Ratio of Credit per Doller 
of Gold 


The-emount of credit for each doller of 
gold has on the average increased steadily since 
1880. Warren and Pesrson estimete that bank de- 
posits per dollser of gold have increased at the rete 
of 1.68% per yeer. This is the averege rate of in- 
crease for a périod of fifty-two years. During the 
period from 1880 there wss a decrease in the use of 
monetary circulation which partially prhe: the in- 
crease in the use of credit. The net increase of 
both money and credit per dollar of gold wes found 
by the same authorities to be 1.06% per year. 
Studies of the period since the establishment of the 
Federal Reserve System show that there is no indice- 
tion that the system stimulated this incresse. In 
fect the reverse fa the case. From 19235 to 1927, 
the average emount of monetery circulation plus bank 
deposits per doller of gold was $11.56, en amount 
which, when compared with pre-war periods, showed 
a less than sverage increase. Curiously the increesse 
in the use of credit and the consequent increase in 
the efficiency of gold does not appesr to heve al- 
tered the increasing need for gold to support the 


“price level. While the efficiency in the use of 
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gold has been increasing gradually other offsetting 
factors pertaining to the standsrd of living have 
also been increasing. it is a fect that it still 
tekes an increase in world gold of about 3% per yeer 
to sustain the price level in spite of the increesed 


efficiency of gola.t 


Gold Seriously Deflationary 


That there is a close connection between 
gold end the long-term drift of commodity prices is 
“well established. Economists agree on this. The 
herm done by this long-term downwerd drift is in- 
calculable. Not only does it have a deadly effect 
on business enterprise, but there is elso great in- 
justice resulting from the shift in values that 
seriously effects debtors end creditors. Further- 
more, the persistent slide in prices in es period 
such as that from 1865 to 1896 has an important 
effect on the business cycle. During such s period 
the depression phase of the cycle lests longer. 
Business is depressed nearly three quarters of the 
time. BipPebstages like that of 18735 end of 1950, 
do not occur when the seculer trend is not downward. 


Both of these depressions lested sbout six yeers. 


is Gold and Prices, Warren and Pearson, p. 1357. 
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Doubtless, business would run its course through 
revivel, prosperity, crises, end depressions, if 
there were no secular trend. However, greater 
violence end liquidation would not occur if there 
were no underlying downwerd trend aggrevating the 
cyclical decline. 

Gold can and does cause deflation in three 
different ways ee have been mentioned in this chap- 
ter: a developing shortege of world gold, an outflow 
of gold to another country, and an ertificial short- 
age caused by "sterilization" or hoarding. In spite 
of these three major defects of the gold standard, 
three defects which no one disputes, there wes twee 
sistence everywhere on the continent and in the 
British Isles, thet governments return to gold efter 
the war. This insistence was certainly besed upon 
the illusion that gold would bring stability. The 
public believed that it would. ‘Those who convinced 
the public of this knew that it wouldn't. For this 
reason a monetary controversy takes on ¢11 of the 
fervor of a religious war. As soon as a monetary 
economist, who happens elso to be a public-spirited 
citizen, becomes aware of this gigentic and deliberate 
.deception, he rises in wrath. He may be a very poor 


orator, in which case his wrath will not shake the 
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nation. However, if he happens to be a William 
Jennings Bryen, his impassioned oratory will be 


repeated for a generation. 
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CHAPTER V 


ENGLAND ON AND OFF GOLD 


England's Return to Gold in 1925 


In Januery 1918, a committee was appointed 
by the English Government, headed by Lord Cunliffe, 
",... to consider the vsrious problems which will 
erise in connection with currency and the foreign 
exchanges during the period of reconstruction end 
report upon the steps required to bring sbout the 
restoration of normal conditions in due csarseee 

In en Interim Report, mede in August 1918, 
the Committee recommended e return to the gold stand- 
ard after the war, without delay: 

"In our opinion it is imperetive that, 

sfter the wer, the conditions necessary to 

the maintenance of en effective gold standard 
should be restored without delay. Unless the 
machinery which long experience has shown to 
be the only effective remedy for an sedverse 
belance of trade snd en undue growth of credit 
is once more brought into play, there will be 
grave danger of a progressive credit expension 
which will result in e foreign drein of gold, 
menecing the convertibility of our note issue 
and so jeoperdizing the international trade 
position of the country." 

Such was the recommendetion of a group mede 
up elmost exclusively of the foremost English benkers. 


1. Quoted from Stable Money, Irving Fisher, p. 277. 
as Lota -, p. 278.3 
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From the subsequent dismel failure of the Cunliffe 
recommendations, in England's return to the gold 
stenderd one might conclude that these bankers hed 
mede e mistake. However, there sre writers who 
explain the failure in another wey. Mr. Kitsen 

feels that their advice was favorable to bankers, 

but not to British trade end world trade and industry. 


He seid: 





"Tn no other business or profession -- 
seve that of banking -- would the Government 
of any civilized country so brazenly offend 
the public sense of justice in that particular 
business, to determine the legal privileges 
which such a business should enjoy. 





"“Whet would the public sey if the 
Government of this country were to eppoint a 
committee drawn exclusively from the Brewers 
of Whiskey Distillers Association to determine 
‘Ghe; character of our licensing laws; or e 
committee composed exelustvely of criminals to 
determine the criminal laws?" 


Keynes' Uncenny Foresight 





























Mr. John Msynerd Keynes is probably the 
most brillient living economist. His prestige emong 
monetary scientists has grown, not so much as e result 
of the towering scholarship of his treatises, but 
rather from the elmost uncanny foresight end eseccuracy 
with which he warned Englend of the ineviteble conse- 


quences of e return to the gold standard. He pleaded 





1. ) The Bankers! Conspiracy, Arthur Kitsen, p. 38; 
Quoted in Stable Money, Irving Fisher, p. 279. 
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with dignity against such a return, but to no avail. 
On April 28, 1925, the fatel step wes taken, a step 
more grave than sa declaration of wer: Mr. Churchill 
announced the return to gold. On May 13, the Gold 
Standerd Act of 1925 was passed. Keynes had pointed 
out that the pound wes overvslued externally by about 
10%. He forecast deflation of prices, defletion of 
wages, defletion of profits, social disturbances, and 
en abnormally high degree of unemployment .+ It is 
one thing to write learned books on the theory of 
banking. It is quite enother to submit s "blueprint" 
of the future consequences of an important sct. The 
world knows what happened. For the first time since 
the war started in 1914, the Bank considered the for- 
eign rete in determining the rate of discount. The 
rate was raised to 5%. Englend got "sound money", but 
the rules of the game hurt. Foreign exchange regquire- 
ments called for deflation at home. Seeottors hed to 
lower their prices. Foreign buyers were not so eager 
to buy expensive pounds. A higher rate of discount 
reduced the demand for credit 2s it was expected to 
dos: a successful result from the point of view of the 
monetery suthorities. Prices fell steedily for six 
years: enother successful result. Labor could not 

be made to understend its part in the progrem. The 


1. Grest Britain and the Gold Standard, H. F. Freser, 
p. 47. 
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rules*ofithe geme celled for a reduction of money- 
wages. Lebor's faith in the inherent stability of 
the gold standard may have been too great. Gold 
stendard advocates had promised stability and labor 
certainly got it in the form of money weges thet 
dropped only 24% in six yesers. Meenwhile the whole- 
sele price level dropped 40%. 


"Herly in 1929 it became evident thet 
there was difficulty in reconciling the 
nationel and internetioneal factors in mon- 
etery policy. Greet Britain hed returned 
to gold parity under conditions which 
necessitated a fall in domestic price 
levels. In fact, however, certain groups 
of prices end wages in Great Britsin proved 
to be perticulerly rigid, so thet, eas com- 
modity prices slowly declined in world mer- 
kets, the export trede fell off and unem- 
ployment, increesed. ....unless interest 
rates kept low abroad there wes elweys the 
possibility of a drain of gold depleting 
the comparatively_small gold reserves of the 
Benk of England." 


Englend's Gemble on Price Rise in America 


The monetary euthorities hed gembled on 
the. prospect of a rise in American prices. . However, 
at that time, American monetary suthorities were 
following a policy of stebilizsation. From 1921 to 
1929 the price level in the United Stsetes wes not 


permitted to rise or fall very far before corrective 


1. Report of the League of Netions Gold 
Delegstions, Da 15. 
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action was teken through the "open merket" operations 
end the discount rate. The English suthorities were 
Soup bode 6a: Prices in the United States did not 
rise? in 1929 the price index was still ‘at the 1922 
level. If @merican and other prices had risen, the 
over-valuation of the pound would heve been corrected. 
In other words, inflation abrosd would heve obvisted 
the necessity of deflation at home for the British. 
Unfortunately for the speculations of British monetary 
euthorities, we had our own deflationists in America. 
The average price level for 1925 secording to the in- 
dex of the United States Bureau of Labor Statistics 

was 151. It has never been that high since. Speculat- 
ing on a further rise, British monetary experts picked 
the top of s bull merket in Americen commodities as the 
time to return to gold. It proved to be a costly blun- 
der, both from the point of view of the friends of the 
treditional gold standard and for the welfare of all 
England during the years from 1925 to 1931. However, 
this great blunder may have obvieted the denger of 


England's’ return to the pre-war gold stenderd. 


Engl end Forced off Gold in 1931 


If English monetary suthorities had not been 


so hasty in returning. to the gold standard, or if they 
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had devalued the pound by the smount of its epperent 
over-veluation, the gold stendard might have wesethered 
the storm that broke in the eerly summer of 1931.2 
There had been serious financial difficulties devel- 
oping on the continent. Unemployment was excessive in 
both Austria and Germany. As the industrial situetion 
became worse, taxes fell, causing financial difficulties 
for both governments. The rise of Hitler and his radical 
proposals in regard to the cancellation of foreign debts 
added to the uncertainty. The world's balance of pay- 
ments hed been maintained by the renewel of short-term 
loans for a number of yeers preceding. A lack of con- 
fidence might sat any time have resulted in large with- 
drawals of these short-term credits. There was over 

two billion dollars of ~Americen money in Germeny alone. 
American and British benks became nervous over the 
Situation and a run began on Germany. To prevent de- 
fault, Mr. Hoover declered e moratorium. This dramatic 
gesture restored confidence temporarily. Uncertainty 
increased because of France's delay in sccepting the 
proposals. The runs on the Germen banks continued and 
spread to other countries. Exchanges were closed and 
conditions in general became chaotic in the various 
finenciel merkets. A "stendstill" errangement was 

1. Grest Britain and the Gold Standerd, H. F. Fraser, 


p. £05. 
2. The Money Muddle, James P. Warburg, p. 59. 
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agreed to in London, under which some of Germeny's 

ereditors segreed to renew loans until the end of 

Februery 19352... This egreement had a serious effect 

in London. Great Britain's short-term obligstions 

had to be met. Her claims on Germany were then 

"frozen." While Great Britain was still solvent 

her realizable short-term assets were not as large 

as her short-term liabilities. She had been borrow- 

ing at short-term and lending et long-term. Meaen- 
while, for ressons mentioned earlier in this chepter,- 
her shere of world trade had been going steedily down. 
The budget was threatened by the mounting costs of 
various kinds of soeial legisletion. A steady run on 
London increased in spite of the assurance given by 
huge loens from France end the United States. With 
the exhaustion of these huge foreign credits, borrowed 
to meet the emergency, London gave up the struggle and 


2 
abendoned the gold standard on September 21, 1931. 


The Abandonment of Gold and Recovery 

When Englend abandoned gold, defletion ended 
end s steady recovery began. The seme thing happened 
in other countries, as one after enother abandoned 
gold. The deflation continued in countries like the 
1. 


oe Recovery y,ine second Effort, Sir Arthur Salter, 
K... CsBis » pp. 49-53. 
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United States end France where the desperate attempt 
to cling to "sound money" made recovery impossible 

and nearly brought on universel bankruptcy. During 
the eighteen months that followed 1931 the verious 
peper currencies in the "sterling srea" remeined 
remerkably stable, while the gold currencies con- 
tinued to fall disastrously, demorelizing business 

and creating serious political unrest. The index of 
wholesale commodity prices of the United States Buresu 
of Lsebor Statistics dropped 17% during the eighteen 
months preceding America's abandonment of the gold 
steanderd. During these seme months, the general aver- 
age of commodity prices in the "sterling group” re- 
mained spproximately at the level of September 1931. 
Mr. Reginald McKenna, one of England's foremost bank- 
ers, wrote in 1933, “There can be no doubt that our 
departure from gold has paid us already a handsome 


dividend, "+ 


Keynes! Penetrating Analysis 
In 1930 Keynes mede the following penetrat- 


ing anelysis of the difficulties involved in one phese 


of Grest Britsin's return to the gold standerd: 


1. Midland Bank Review, October-November 1933, 
Mr. Reginald MecKenna. 
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In the course of the six months which 
preceded and the six months which followed 
Great Britain's return to the gold standard 
in May 1925, it was necesssery to raise the 
gold value of sterling by ebout 10% at a 
time when gold itself wss not depreciating 
in value. This meant that the flow of 
money-incomes per unit of output: i.e., of 
rates of earnings generally, hed to be 
diminished by 10% -- except insofar es es 
deprecistion in the value of gold itself 
might come to the assistance of the transi- 
tion. In other words, there had to be an 
Income Deflation in the strict sense of the 
word. 


Equilibrium required that the flow of 
money-incomes and the rate of money-eernings 
per unit of output should be approprietely 
reduced. But in the first instence the fell 
of prices reduced, not costs end rate of 
earnings, but profits. The entrepreneur 
bore the brunt, and the only means by which 
the Benk of England's policy could restore 
equilibrium was to make him smart so severely 
that he could pass on the pressure to the 
proper quarters. The entrepreneur, feced 
with prices falling faster than costs, had 
three alternatives open to him -- to put up 
with his losses as best he could; to withdraw 
from his less profitable activities, thus re- 
ducing output and employment; to emberk on a 
struggle with his employees to reduce their 
money-eernings per unit of output -- of which 
only the last was capable of restoring reel 
equilibrium from the nationel point of view. 
In the long run, however these elternatives 
might be compstible, if efficiency could be 
sufficiently increased, with e maintenence of 
money-eernings per unit of the fectors of 
production. 


The entrepreneur tried sll three. Toa 
Surprising extent and for a surprising length 
of time, he submitted to the first; namely, 
the cutting down, or cutting off, of his 
profits. The lesding industries -- the old 
textile industries, the hesvy industries 
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working coal, iron and steel, the railways 
and the fermers -- just took their losses 
end went on taking them, not merely for 
months but for years. The usuel profits 
of these industries were diminished by 
tens of millions of pounds. The joint- 
stock form of organization, by which the 
control has lergely passed to selaried 
people, probably prolonged the period of 
inertia longer than if the whole of the 
losses had fallen on the actual managers. 


It follows that the full development 
of unemployment was also longer postponed 
then might have been expected. But the 
entrepreneus availed himself from the out- 
set of the second expedient sas well -- the 
expedient of curteiling his less profiteble 
activities. Five yeers efter the consumms- 
tion of the return to gold the curtailment 
of employment was still in operetion in an 
unabated degree. 


There remains the third expedient -- 
of reducing the rates of money-earnings per 
unit of output. It may be thet in esrlier 
periods the pressure of sub-normel profits 
snd the unemployment of factors of produc- 
tion may have operated more rapidly than > 
they do now to echieve the objective of an 
Income Defletion. 
I believe that the resistences to e severe 
Income Deflation, which is not merely a reaction from 
a recent Inflation, have alwsys been very grest. But 
in the modern world of orgenized Trade Unions end a 
proleterian electorate they sre overwhelmingly strong. 
The ettempt by the entrepreneurs to bring this exped- 
ient into operetion culmineted in the Generel Strike 


of 1926. But politicel and social considerations stood 


in the wey of allowing the sdvanteges won by the defeat 
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of the strike to be pushed home. Wage rates in 
perticular industries heve fsellien hesevily, but Dr. 
Bowley's genersl index of weekly wage retes wes 
precticelly es high in 1930 es in 1924. Thus one 
could only hope for en increase in efficiency by 
which lower money-esrnings per unit of output might 
be competible with unchenged money-esrnings per unit 
of the factors of production. At long last, perheps, 
this will be the wey of escepe. 

Meanwhile the loss of nstionél weselth en- 
teiled by the stitempt to bring sbout sn Income 
Deflation by mesns of the Weapons seppropriste to a 
Profit Deflation was enormous. If we assume thet 
only heif the unemployment wes sebnormsl, the loss of 
national output mey be estimated at more then 
100,000,000 pounds per annum -- « loss which per- 


sisted severel yeers. 


Peir Weether Standerd 

During the pest hundred yeers no government 
Has ever intended to stsy on the gold stenderd. If 
the principel netions of the world were to return to 
the gold standserd, every last one of them would expect 
to go off gold in case of « generel wer. It would be 


mere gembling to assume thet there is not going to be 
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such 4 war. What is the meening of « contract that 
everyone expects to be broken? The committment of 

2 government to pey in gold works only so long es 

the gold is not wented. Let any very serious crisis 
occur and the agreement is off. Gold standerd advo- 
cates never tire of pointing out that the wer and 

not the gold standerd was the cause of the disturbances 
of the past twenty-five years. There is e« great desl 
of truth in this. It is pure deception, however, to 
pretend that peper currencies were the cause of the 
evils of inflation end defletion that followed the wer. 
No kind of currency could have prevented inflation 
during the World Wer, and no kind of currency can 
prevent inflation during the next wer. Great wers 
come with sufficient frequency to suppose thst any 
return to the gold standard will be a short-lived 
affair. It is a gigantic fraud for sny government 

to pretend that it intends to meintsin redeemsbility 
in gold. It simply can't be done end everyone who 
understands the subject knows it. No standard will 
work in a benkrupt country, but the gold stendard 
breaks down even sate there is a high degree of 


solvency. 
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CHAPTER VI 


INFLATION 


It is not surprising thet misundersteand- 


q 


ings end controversies have erisen over inflation. 
The term itself is used veguely in severel populer 
senses. Not only is the averege man and reeder 
confused as to the true meening of this technical 
term; most popular writers as well differ in their 
interpretations, and even serious students of the 
subject do not agree smong themselves as to just 
what is meant by "inflation." "Definitions cannot 
be more than tentative until bankers, financiers 
and economists have much clesrer conceptions of the 


meanings of the terms they use." 


Popular Concepts 

In the populer sense, inflation has thir- 
teen or fourteen very common meanings. It may meen 
an increase in the “emount of peper money"; that is, 
legal tender government notes, or “wild cat" bank 
notes. It is used to signify en increase in the 
volume of credit, "devaluation", sbendonment of the 
gold standard, a rise in the prices of stocks, bonds, 


comnodities, or real estate, an eddition of silver 


1. The Money Revolution, Sir Charles Morgan, Webb, 
Ba. os 
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ods ey ee P 


to the monetary bese, en expansion of broker's loans, 


ere aaption of a menaged currency; in fact, it may 
7 mean enything thet the speaker or writer may have in 
mind at the time of spesking or writing. With popu- 
; lar writers especially, failure to define the term in 
the sense intended is the rule rether than the excep- 
tion. As ea result, readers of populsr economic lit- 
ereture on inflation attein no understanding of the 
subject. It is, of course, only naturel for writers 
to disegree eas to the meaning of the term. However, 
intelligent discussion ends when one Party to es dis- 
cussion does not know what another perty means by an 
important term. For which reeson the banker and the 
sociel reformer find it difficult to ect in harmony 
on inflation. To each, the other's meaning of the 
term is utterly incomprehensible. The "everege man", 
who hes an importent stake in ea number of things that 
are materially affected by infletion, myst have a cleer 
understanding of the term if he is to reslize the effect 


of the process on him, 


Authoritetive Definitions 
Serious students of the subject have given 
a great deal of csre to defining the term "inflation"; 


still there is no agreement ss to meaning. H. Perker 
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Willis held that "inflation is a problem not, as 
commonly supposed, of money and credit, but of pro- 
duction and distribution in the economic sense of 
those terms."+ This concept of the term is different 
from thet of most sowonists who usually include. in 
their definitions the idea of a rise in prices, with 
or without en increase in the volume of money. Some 
very able authorities are willing, for the sake of 
simplicity, to consider any rise in prices as infla- 
tion, and any fall in prices as defletion. This is 
the view held by Lionel D. re a Foster and 
Catchings suggest that the term "inflation" be used 
"to denote any increase in the volume of money that 
is accompanied by a rise in the generel price level."5 
Still other definitions imply that inflation is an 
increase of the media of exchange, without sny cor- 
responding increase in the quantity of goods produced, 
and a consequent increase in the general price level. 
This view is expressed in the cereful definition of 
Keynes: 

"When a further increase in the quantity 

of effective demand produces not further 


increase in output and entirely spends it- 
self on an increase in the cost unit fully 


1. The Economics of inflation, Willis and Chepmen,. 
2. Money, Benk Credit and Prices, p. 186. 
5S. Money, p. 55 
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proportionste to the increase in effective 
demand, we have reeched a condition which 
might be appropriately designeted as one 
of true inflation.1 

Kemmerer seems to egree with Keynes in substance, 


although he hes expressed the idea in s somewhat 


different ways 


Inflation exists in 5 country whenever 
the supply of money and of bank deposits 
circulating through checks, so-called 
"deposit currency", incresses relatively 
to the demand for media of exchange in such 
a wey as to bring about e rise in the gen- 
eral price level. 


Some of the above definitions ere somewhet nerrow 
in that they exclude a rise in prices from non- 
monetary causes. A shortage of goods with no de- 
crease in the media of exchenge may result in e rise 
in prices. Such a condition slso constitutes infle- 


tion. 


Fiat Money Not Inflation 

An issue of any medium of exchange -- gold, 
silver, government pseper, benk notes, or deposit 
currency -- is not, of itself, inflation, if such 
issue is not followed by a rise in prices. Too often 


1. The General Theory of Employment, Interest, and 
Money , John Maynard Keynes, p. 303. 


&. Kemmerer on Money, Edwin Walter Kemmerer, p. 45. 
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popular opinion identifies inflation with the issue 

or fist currency...Thus,. other forms, of. inflation may 
Oecur. unnoticed... To be: strictly. accurate, fiat. cur- 
Remey as; noL of itselt infilationsry.. However, if it 

is issued in excess of the amount. necessary to sup- 
port phe existing price level, it does result in 
inflation. The layman can hardly be expected to 
understand that if an equivalent emount of solid gold 
were issued under similar circumstances that the result 
would be the same -- inflation. Fortunately, monetery 
authorities are awere that disastrous inflations occur 
when there is a complete absence of fiat currency. 

This was true in 1920 and in 1929 in the United States. 
It appears elso that in the fantastic inflation thet 
occurred in Germany efter the war, marks were becked, 
merk for mark, with German government bonds.? The 
notes of the German central bank, the Reichsbenk, were — 
handed over to the Government for Germen bonds; theo- 
reticelly, a very "sound" procedure. These notes were 
not fiat currency, but this supposedly conservative 
procedure set an all time high for inflations. Fiat 
currency has accompanied some of the most spectecular 


periods of inflation, as well as some of the most stable 


1. Kemmerer ‘on Money, Edwin Walter Kemmerer, p. 76. 
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periods. It 1s, therefore, merely incidental. It 
ig meither a characteristic of inflation, nor .one 
of the usual causes; and the widespread sssumption 
thet it is both leaves us politicslly unprepered 
to prevent the more subtle forms of this monetary 


disease. 


Meneged Currency Not Inflation 

fnother misconception which arises from 
failure to define “inflation" carefully, is the 
notion that managed currency and inflation sre iden- 
tical. Of course, no competent economist holds eny 
such view. This is, however, a popular misconception. 
If governments or banks were to use the power of men- 
agement only for the purpose of expanding the media 
of exchange, the result would certainly be inflation. 
Of course, this hes not been the case. Menagement 
implies contraction ss well as expansion. In recent 
years, under systems of managed currency, prices have 
actually fallen in a number of important cases. This 
was true in England and Sweden, over considersble 
periods of time. The confusion of thinking in which 
menaged currency is identified with inflation is 
largely due to the belief, not entirely unfounded, 
thet politicians are reluctent to take eny steps that 
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will hseve ® contrecting effect. Furthermore, the 
edvocates of a managed currency are Feetaentdy also 
those who, during a period of severe deflation want 
"“reflation."» Itcis natural, therefore, that st such 
times, the public would identify currency manegement 
with bar int tone im sprite “ofthe fact that there is 
nothing at all automatic about modern currency systems, 
there is still s lingering belief that such systems sre 
and should be automatic. With those who hold such 
views, any artificial tampering with par enleohe power, 
such as would be the case with a managed currency, is 


inflation. 


Depreciation of Foreign Exchange Not Infletion 
sometimes inflation is sccompanied by de- 
precietion of currency in terms of » foreign exchenge. 
However, inflation cen and does take place when there 
is a complete absence of such depreciation. A defi- 
nition which essumes that the deprecistion of one 
currency in terms of another is infletion, is vpouns 
rect. internel prices may fall or they may be stabil- 
ized in terms of a depreciated currency. After England 
abandoned the gold standard in 1931, prices in Englend 
fell slightly at times and were generelly stabilized, 


although, in terms of the American dollar, the pound 












f | : . "] op! 
afd _,.snoatiec al pee © amisaasanes ee 


» ydascperk ans ¢ gee Te, Lexy 


























jrnar node feb aneves. % bokiea a Santa yooh ‘ * 
totes | Sa | daid aeroiered’., chawean at ah “Nnotta ea 

_ dnomap edu oso 88, vildaebt bison pica acd penta ' . 

al exeils sex toe? gilt to: otina. az totte List itiwo? 
qeune seve gorers mrss GaN duos abiauodee Lis dew m i i 
e712 edexe wowa att Aah att ba nea € Sha of is Ae 
| siosse bLon, one eabad aeiw’ oh demo ti a oa bf ; ab * 

te sd a 


TEWwod. ast be lore aa iw. ‘gatrocees ‘tatorteda o% 


| ei ones bs sgacan 8 atte 228 outs ad biion « Ba. 


etent acti oon ig. age ae Pisa one 
~iieb A 2 apie Lostieb dora, Fo. $6, 3 
_ 800 rr potdstoemeh vest ose goa 
~50 Otis eb aso tga ltt of OES 








h 
, 


had depreciated. Furthermore, even under the tradi- 


tional gold stenderd, world-wide infletion occurred 
while the exchanges remained undisturbed. Deprecis- 
tion of a currency may or may not be eccompenied by 
inflation, end inflation mey or may not cause depre- 
ciation in terms of foreign exchange. The by no 
means insignificant inflation in the United States 
in 1929 wes not sccompanied by deprecistion of the 
dollar. Those who held the ides that the flow of 
internetional gold would regulate the level of world 
prices, assumed that © depreciating exchange rate was 
synonymous with inflstion. As ea matter of fact, the 
inflation, even under the traditional gold standerd, 
must come first; otherwise, imports do not tend to 
increese, gold does not flow out, and the bank rate 
does not fall.  Deprecistion of exchange is merely an 
occasional result or symptom and not to be considered 
an essential characteristic of inflation. 
Various Quantitsetive Increases 
Not Inflation 

While some might still insist that on in- 
crease in the quantity of currency which does not 
result in a rise in prices is inflation, that is 
hardly a practicel consideration as no herm is done 


by this increase. There could hardly be condemnation 
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of an increased quantity of money to take care of 
increased needs of trade. If there were no price 
increases due to increases in the quantity of money, 
it is safe to say that there would be no contro- 
Verses abouc- it. ‘Therefore, it ..is practical- and 
correct to define "inflation" in terms of rising 
prices. 

tntistion is neither fiat currency, nor 
managed currency, nor depreciated exchange rate; 
rather a rise in the price level due to a change 
in the relstionship of the media of exchange to the 
quantity of goods. The seme may be said of depre- 
cistion in terms of gold. Furthermore, since neither 
gold nor foreign exchange are stable or fixed in 
value, it is impossible to use either as a messure 
of the degree of inflation that takes place in any 


currency. 


Wer Inflation 

An exemineation of any price series extend- 
ing over the past 150 years will disclose the fact 
that the great periods of inflation have been during 
wer times and shortly theresfter. The three great 
inflations in the United States during the past 150 


years occurred during the Nepoleonic Wars, during the 






















to e13o sided ot Yoerom to Yeismanp beeseroat as, Yo | 
solic of otew ened 11 .eherd te, ebeen Beesenaat | 
, Yectous 0 etidmarp. edd 2 aenactont od anh seeasstont 
-Gttnos om ad bicow erent Jadd Yee ot otae ah .atk 
baa fapisos1g @f $f ,ectoteanedy dE duoda insite 
eetade. ae) “amps ree Di aie call entieh ot Joes 
seantae 


yen . gone) doth sedition et moldg lial oe) ee 





tenet 6 eu csacloat bedstessieh OR, one tas Pegseer: 

ommuaris. s of stb fovel eoligq sit” al ett nediat 
edt od apmadoxe “lo athen end to Gidanottaley (eds at 
-ettosb to Blaa ed yaa etias eat .2boog to, yttdasep 
saiities soute _atonteds 178 biog oe. Barred at sold ako 
nt ext 10 eldacte ola: ep medoxe ae, on blog ey ny 

suaabe « 0 rerlike onu of fUtqnoneh af tt edie am 
ena et eos ig sexed tudd noldattab to senate Mea é < rs 








-bootxes eatires solig Yils - te Mots, 
too% sid seoloe tb fit Re isio of! seed 


"4 gr: 
ia ¥ row ts hs 


Le is > 
+ 








>: be a ele ete 


114 


Civil War, end during and after the World Wer. 

Prices also rose repidly during Washington's sedmin- 
istration beceuse of the French Revolution. fAccord- 
ing to e table prepared by Warren and Pearson, prices 
reeched a pesk of 195 on the index in Januery 1Bi5.* 
A post-war inflation, such as sccompanied the period 
following the World War, did not take place after the 
Napoleonic Wars; on the other hand, prices suffered 
en immediate sharp decline. By March of 1821, the 
index stood at 98, indicating a price decline of 
nearly 50%. The price increases that occurred in 

the United States during the Nspoleonic Wars and 
during the Civil War were prectically the ssme in 
extent ss the price rise during the World Wer. Civil 
War prices reached a pesk of 225 according to the 
Warren and Pearson index in January 1865, and, as 

was the case after the Nepoleonic Wars, a rapid de- 
cline followed. At.the close of the World Wer in 
November, 1918, the price index hed reeched 199. 
During the three months following the signing of 

the armistice, prices receded slightly. In February 
1919, the index hed dropped to 190. However, the 
drestic, immediate, and consistent drop in prices 


that hed followed the other two grest war periods 


1. Gold and Prices, p. 12-14 
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did not take plece in 1919. Instead, there occurred 
a further sharp rise which reached 2 peak, in May 
1920, of 244.7 
All wars are not gsccompsnied by infletion. 
During the Crimean War there was actually a slight 
drop in prices.. However, all grest wers inevitably 
lesd to inflation which, furthermore, tends to spread 
and to become nearly universal. During the French 
Revolution prices in the United Stetes rose 70% on 
e metal beats.” From 1915 to the time that the United 
States entered the World War the price level hed risen 
62%. By 1918, even neutral countries had experienced 
a greet inflation. In Denmark the everage was 304; 


in Norway, 545; in the Netherlends, 373,° 


Non-Monetary Basis 

&#& period of war in which changes take plece 
repidly is an opportunity to study both the monetary 
and the non-monetary characteristics of inflation. 
To begin with there is an immediate and urgent need 
for goods. The demand for munitions and equipment 
is insistent at. a time when the nation's ability to 
produce more goods is limited by withdrewal of young 


iL. Gold and Prices, Warren and Pearson, pp. 12-14. 
Ge Tees 5. «tbs 


5. Money, Benk Credit and Prices, Lionel D. Edie, 
p. 252. 
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men from productive activity. Women, youngsters, 

end. the eged are called upon to make up the lebor 
shortege, snd the land end capitel resources of the 
country are worked with feverish activity. Marginel 
agriculturel lands are brought under cultivation, 

end new industrisl plants constructed. Nevertheless, 
it seems impossible to fill the apparently limitless 
requirements. Meanwhile the nation must eet, and 
while forced secrifices ere made, the usual consump- 


tion requirements of avery ective people sre high. 


Wer Exigencies 


No scheme for stabilization could possibly 
overcome the exigencies of a grest wer. Under the 
stress of future great wers, nations will resort to 
infletion, as they have done in the past. While 
stable money is an important consideretion, when the 
existence of the netion is at stake, the injustices 
of infletion become of secondary importance. A 
large part of the productive output of the nation 
must be epproprieted for wer purposes. Theoretically, 
this approprietion could be paid for by taxes, in 
which esse there would be no inflation. However, ea 
war might prove unpopuler, and the morale of the pub- 


lic would undoubtedly fell if the aettal cost of the 


OLE 











eet eansrog  femolt “ytivitos e ‘ 

| LOG ie ant qu ‘enw ‘6d MOUs He tad | eta be 

adit “ro 2oomloeet fedteac: bea. prea.f exit ‘be ‘ones zoe 

Canty eer er detvoves “few postiow Ste “gadcasoo: 5 ins 
soltevtiive cobras duiguend e'ta ek aa fe 08 Sod " 

_sealonttevet  [pedonidenco atom La feLroeub: 

agela rit eitnensads ‘oats Lfbi os ‘etdtenognt a 


+t: rc bs 


bia’ , tae sear! nortan bat eftdnataeM 




























~GUENOD fauey Sade ebam ots ano tt iea 


ws 
5 eh a 


ast 6 sc exe efgoea owitan sien @: a a ‘pee t | 


tidtecca binos potsasLitdada mats “oF ok 
edd sebay: ew ino7g, be a, aime ce am | 
o@ dno2et liiw anokdan | | | 
ef itl at89g anit at 
‘eas a pectin ale 8 


mre ahaa o J 
mottass add ve ows? 









Sekt: ay ion ia 


“dug — ae es “6 





ey 


wer were known. In 1917-1918 both England and 
Germany were spending about 50% of the netional 
income. No nation could teke such ¢ lerge pro- 
portion of the national income in taxation. It 

is alweys necessary to resort to other expedients 

to raise money, and these expedients sre infletionary. 
If wages were kept at the seme level and all revenue 
were raised by taxation, real wages would arep Sue 
stantially. If prices are allowed to rise, through 
‘some inflationary meens, and money wages do not rise 
es fast ses prices, real weges fall. Nevertheless, 
the public is not awere of this drop in real wages, 
as there is en illusion of increased weges. There 
are more dollers in the pay envelope. Because of 
the insurmountable pomtaeei difficulties that would 
be involved in lowering money wages, or of taxing 
weges heavily, governments slways let prices rise. 
The dey of reckoning comes later. 

3 Under war conditions governments cannot 
wait for goods, as the need is immediate. If this 
urgent demand were paid for by money reised through 
taxation, or by borrowing out of savings, there would 
be s necessary decrease in the purchsesing power of 
those texed, or of those whose gag taee aa been de- 


creased. However, governments cannot afford to be so 


1. Money, Bank Credit and Prices, Lionel D. Edie, p.309. 
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virtuous in fiscal matters during wer times. Loans 
are made directly from banks, or payments ere made 
in legal tender notes. [In either case the medie of 
exchange are incressed in volume, and since the 
limited physicsl industrial capecity of the country 
makes a corresponding incresse in goods impossible, 
prices rise. 

The combinetion of competitive bidding by 
the government and plenty of new money in circuletion 
leads to a psychology of confidence similar to that 
during a cyclicel business boom. Manufacturers and 
speculators bid sgainst each other and s cummulative 
spirel of rising prices, more money, and further 
bidding by both government end business men develops. 
With both government credit end bank deposits expand- 
ing, and no apparent limit to war requirements, the 
inflation feeds upon itself until the end of the war 


or later. 


Inflation in Neutrel Countries 

There ere differences of opinion as to what 
causes inflation in neutral countries during a great 
war, Why did prices rise 62% in the United States 
between 1913 and 1917? The United Stetes was not et 
thet time involved in war finsncing. There wes cer- 


teinly nothing unorthodox in American banking practice 
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during those years, except thst the new Federal 
Reserve Act had been inaugurated. Some euthor- 
ities hold that the greet demend for goods is the 
answer. There was a hesevy demand, not only from 
the warring countries, but also from neutral coun- 
tries that were shut off from making purchases in 
Europe. The favorsble export balance of the United 
States grew steadily during pre-wer yesers. Since 
the United States wes sbout the only grest indus- 
trial ares remaining from which Europe could drew 
war materials, farm products end munitions were 
shipped to the full extent of evsilable tonnege. 

A seller's market prevailed everywhere end slmost 
any price could be obtsined for some products. 
Meanwhile financiel changes of grest importence 
were taking plece. Gold and securities were flow- 
ing into the United States in peyment of the large 
excess balance of exports. Monetary gold stocks 
inereesed from $1,853,000,000 in fugust 1914, 86 
$3,105,000,000 in Merch 1917.7 ‘The new Federal 
Reserve System used this gold very efficiently. 
Using the gold sas a basis, the Federal Reserve 
system repidly expanded deposits snd notes. By 
March 1917, demand deposits had grown to 


1. The Economics of Inflation, Willis and 
Chapman, p. 81. 
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"7 ,53'7,000,000, end monetery circuletion to 

4&4 ,173,000,000.~ Now, whet caused prices to rise? 
Willis end Chapmen hold thet "it is not et ell neces- 
sary to fall back upon the statistics of gold produc- 
tion or importation or upon those of benk credit for 
the years in question, in order to explain the sd- 


vance of commodity valuations."* 


They would explain 
the inflstion entirely in terms of the unusuel demand 
for commodities. Warren and Pearson, on the other 
eee Pee for the explanation in the fact that "the 
reduced demend for gold, because of the substitution 
ef paper currencies.... reduced the value of gold and 
ceused infletion in countries that continued on a gold 
basis."° Warren and Peerson also pointed out thet be- 
tween 1914 send 1917 monetary gold stocks in the United 
States increased 70%. These authorities sdmit that it 
was a mere coincidence that the increese in monetery 
gold stocks in the United States so nesrly spproseched 
the percentage of increase in prices -- 62%. Doubt - 


less the view expressed by Professor Edie is the con- 


clusion moré neerly correct: 


1. The Economics of Inflation, Willis and Chapman, 
Dao. Bibs r 

as Ubi a. Pp. 84. if 

Se Gold and Prices, Warren end Pearson, p. 298. 
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"The rise in prices was made possible 
by this new purchesing power, efter the way 
hed been prepered by the remerkeble export 
prosperity of the country." 


War Financing 
When the United States entered the World 


War, the price level had already risen substentielly. 
The war requirements of the United States sadded tre- 
mendously to the excessive demands thet were already 
being made on industry. The new supplies of gold and 
plentifulness of lawful money in the reserves mede 
possible a great credit expension. Price-fixing 
measures were sdopted in numerous essential products, 
end these meesures did, for s time, prevent prices 
from soering. The United States Treasury wes prec- 
ticelly empty at the beginning of the wer in 1917. 
Loens were placed immedistely and the Federel Reserve 
Benks helped materislly in cerrying these loens. When 
a government borrows directly from s bank and the se- 
curities sre not sold to the public for savings, the 
eredit that is created is similer to the issuing of 
legal tender notes. The method is different, but the 
result is equally inflationsry, except for certsin 
psychological factors. During the war, the public 
debt wes increased to approximately twenty-seven bil- 


lion dollers. Billions of dollsrs of this government 


1. Money, Bank Credit and Prices, Lionel D. Edie, 
Pp. Sun 
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debt were held by the banks, either in their ow 
account or eas security for loans. Demand deposits 
inereesed to 421, 223,715,000. In. eddition to this 
great expansion in purchesing power, the Federal 
Reserve Banks issued about three billion dollars! 
worth of Federal Reserve notes. Inflation in the 
United States, therefore, seems to heave depended 
ultimately upon the expansible mechanism of the 
Federal Reserve System, 

The wer inflations that Germany, England, 
end France experienced were fundementelly similer, 
elthough the immediate finencial ceuses were dif- 
ferent owing to various money send banking customs. 
Although Treasury Notes were incressed by sbout 
560,000,000 pounds and Benk of England Notes by 
120,000,000 pounds, these notes did not cause the 
inflation in England. It was rather the lerge sum 
of deposit currency. The English system is not un- 
like the fmerican in this respect. France, on the 
other hand, experienced a substantial inflation, 
resulting almost. entirely from a note issue. Paper 
frenes are the principle supply of money in France. 
These were bank notes and not government notes, e 
the Bank of France, like the Federel Keserve Banks, 
was e private Denk. 


1. The Economics of Inflation, Willis and Chapmen, 
jo om = 
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Debt Burden st Cessation of Hostilities 

The cost of the war has been variously 
estimated. One of the more conservative estimstes, 
which includes merely the outlseys of governments, 
comes to a figure of 4275, 000,000,000.* We sere so 
accustomed to reeding astronomicesel figures since the 
wer that they do not cerry their full significance. 
However, this staggering debt finelly wrecked the 
monetery systems of every important country in the 
world. 

For a few months after the wer it looked as 
though history were going to be repeated. fs prices 
in a number of countries fell slightly, it seemed thet 
the usuel great deflation that followed the cessstion 
of hostilities after other wars was segsin going to 
teke place. In the United States, whedeaGit prices 
receded sbout 5%. But presently, governments began 
to feel the pressure from debt end from the heavy out- 
lays necessitated by the return to peares These out- 
leys caused the further large-scale unbalancing of 
budgets, the creation of more credit, end consequently 
peace-time inflation. 

The reletive smount of infletion in the 
verious countries during the war was mild compared 


with the orgies of infletion that took place in 





1. A Primer of Money, Woodwerd and Rose, p. 198. 
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Centrel Europe efter the wer. During the months fol- 
lowing the signing of the Armistice in November 1918, 
the flood of war expenditures subsided. However, 
there wére new and lerge finenciel burdens incident 
to demobilization and the reconstruction of the devas- 
tated arees of the continent. For obvious reasons, 
the United States and England were speared some of these 
heevy burdens. Germeny end her allies were saddled 
with an enormous reparations debt under the Treaty of 
Verseilles, and every country involved, felt the burden 
of interest-on debts accumulated goed ces war. After 
other great wars of the past century, nations were eble 
to balence their budgets after the ending of hostilities, 
but the unprecedented expenditures and destruction of 
the World War made such se balancing impossible. 

ft the close of the wer price:levels hed al- 
ready risen substantially: 

TABLE IV 


Price Levels of Five Countries 
at Close of World Wer (a) 





(1913-100) 

Index 
Countries November 

1918 
Greet Britain 229 
United States 203 
France $58 
Italy 437 
Germeny co4 


(a) Money, Bank Credit, end Prices, Lionel D. Edie, 
Dp. 280; 
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Price Disperities, November, 1918 

q Not only hsd the price level risen én the 
various countries, but there were also greet price 
Gisparities smong the verious price groups. Whole- 

; sale prices rose more shsrply than other prices; 
while rents and wages tended to lag. The cost of 
living rose in about the same proportion es the gen- 
erel everage. Farm prices rose to great heights. 
Inflation in particuler products created « badly 
unbalanced condition in the whole price system et 


the close of the war. 


Post=wer Inflation -- France 

In Frence, after a setback similar to that 
in the United Ststes in 1920-1921, a real business 
recovery began. The volume of industriel output 
doubled in three yeers. There were all of the eer- 
merks of e business boom. During the yesrs from 1922 
to 1926 wholesale prices in France rose from around 
an index of 500 to about 800. Except for a brief 
fall in prices in 1924, there was little or no break 
in the steedy rise. From 1921 to 1924 gold exchange 
rates doubled. This post-wser infletion in France was 
probebly ceused by a combination of two factors. The 


amounts of money in circulation incressed steadily, 
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and es industrial production spproached capacity, the 
volume of industriel output could not be increased 
repidly enough to offset the incresses in the volume 
of money. The budget continued unbalanced and the 
government failed to raise by taxation sufficient sums 
to cover expenditures. 

For a few years following the wer France 


expected to collect large sums from Germany. 


The Expectation of Reparetions 


France therefore had, in addition to en 
ordinary budget, a seperate budget of "Expenses 
Recoverable under the Peace Treaties." Every specu- 
lator in francs knew that the French budget depended 
on Germany. Late in 1921 it began to appeeser that the 
reparations payments were impossible. M. Briand's 
Government modified the terms of payment, but M. 
Poinesre, in the following yesr, took e less concil- 
iatory attitude, and Germany's request for a morator- 
ium in July 1922 wes refused. The merk coliapeend and 
in Jenuery 1923, the French occupied the Ruhr coal | 
fields. Asaresult of this collapse of the merk, the 
frane fell sharply, and by the end of 1923 it had 
fallen to a value of only five cents. However France 


did move steadily toward s balanced budget. How far 
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France went in the matter of fiscel deficits msy be 


seen from the following table: 


TABLE V 


: Per Cent of Revenues of 
4 Frence Obtained by Borrowing (®) 


~Yeer Per Cent 
1919 719 
1920 65 
1921 55 
1922 aT 
1923 48 
1924 56 


(a) Money, Benk Credit and Prices, Lionel D. Edie, 
pi oS0L: 


Balanced Budget, 1927 

In 1926 a Coslition Government, under 
M. Poincere, imposed drastic new texes which were 
sufficient to balance the budget and to provide a 
sinking fund. As Frence moved towerd e balenced bud- 
get, the tex burden hed to be increased. By 1927, 
about 30% of the nationsl income was being collected 
in texes. If the burden of texation had not been 
increased, the franc would have collepsed as several 
other European currencies had in eserlier years. On 


one dey, during July 1926, the franc had fallen to a 
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little sbove two cents in value. Early in 1927 the 
gold exchenge rete wes stabilized, end the frenc wes 
revalued at sbout one-fifth of its former velue. 
There wes another element in the final 
spectecular rise of prices in France that enters 
into sll such exceptionsel currency deprecistion. 
There wes an element of feer. The "flight from 
currency" was not so merked es in the case of Germany, 
but sa real seller's market did develop, end as the 
value of the money shrunk steedily, buyers hestened 
to get rid of it before prices rose still higher. 
After the franc wes stabilized in 1927, production 
in France continued to still higher levels until 1930. 
France showed a grest deal of finencial 
virtue in stabilizing at any level, in view of the 
heavy costs of the reconstruction of her wer-demaged 


areas. 


Capacity Production and Unbalanced Budget 

The fact that the supply of goods was lim- 
ited was another contributing factor to inflation in 
France. As France approesched capacity production 
efter 1921 prices begsn to rise repidly. The unbal- 
enced budget alone would not heve caused inflation if 


it were possible to increase production step by step 
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with increases in the media of exchange. The more 
specteculer edvances of commodity prices sometimes 
come during the boom phase of the business cycle. 
The strains of s boom period prevent «s great in- 
ereese in production, but do not prevent increases 
in the relative quantity of the media of exchange. 
There is doubt as to whether the restrictions on 
production ere due to lack of physical capacity. 
Estimates of capacity in recent yeers indicete thet 
booms have come long before the netion has reached 
‘Capecity. It is probable, therefore, that rigidity 
in the industrial system end restriction on produc- 
tion come from other sources. It is sltogether 
probeble that monopolistic control of prices may 
heave something to do with the lack of flexibility 
in production and the reletive shortage in the sup- 


ply of goods. 


Germen 

The monetary history of Germseny between 
1914 and 1924 affords us not only en exemple of the 
horrors of infletion but also an exceptionsl oppor- 
tunity to study, in enlerged form, the characteristic 
phases of this price phenomena. In this perticuler 


exemple the cause and effect relationships stand out 
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more clearly then is the case in less violent price 
upheevals. It is possible to trece each deperture 
from orthodox monetery prectice, and its effect from 
the time the war sterted until the vicious spiral of 
rising prices finally carried the price index to 


126,160,000,000,000 in December 1923.7 


Vast Wealth Redistribution 

One grest sdvantage of the inflation wes 
that all internal debts, both public and privste, 
were wiped out. From the point of view of 2 petriot 
who had lent the Government his life's ssvings this 
Wes not en unmixed blessing. Insurence policies and 


Sevings deposits beceme worthless. Government bonds 


and the bonds of other public and privete institutions 


fell with the merk. Prsctically all members of the 
middle class were ruined. According to the report 
of the Second Committee of Experts under the Dawes 
Commission, between seven and eight billions of gold 
merks were acquired by the ssle of paper mserks to 
foreigners.” But foreigners were not elways on the 
losing side. Many came into Germany with "hard" 
money during the course of the inflation, end taking 
advantege of the situstion scouired huge smounts of 


1. Money, Benk Credit end Prices, Lionel D. Edie, 
Pe 288. 


2. Ibid., p. 347. 
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real estate and other tangible property. The dis- 
proportionate holdings of property by certain clesses 

is one of the excuses given for the unreesoned attecks 
on non-fryen people in Germeny since the rise of Hitler. 
A few skillful manipuletors became fabulously rich, 
while grest classes of the most substantisl people of 
Germany were literally robbed of their sesvings. 

At the end of 1923 there were several kinds 
of currency in circulation, but. the suthorized circu- 
lation elone amounted to 518,000,000,000,000,000,000 -- 
518 billions of billions of marks.+ The extent of the 
currency depreciation has been illustrated by numerous 
Statistical statements. One will serve to show how 
fentestic the changes in money velue were. The totel 
mortgage debt of all Germany before the war amounted 
to 40,000,000,000 marks. At the end of the inflation, 
all of this debt could have been paid with one Americen 


cent.” 


Four Steges of German Inflation 

For convenience the inflation in Germeny may 
be divided into four periods: first, from July 1914, to 
November 1918, during which time the price level had a 
little more than doubled; second, the intervel from 


1. A Primer of Money, Woodward and Rose, p. 159. 
2, *Endocgcee oO. 
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November 1918, to April 1921, when the Reparations 
Commission fixed Germany's debt to the Allies eat 
132,000,000, 000 marks .~ The index of prices at 

that time wes e little under 1400. It had fallen 
from a little above 1500 eerly in 1920. The third 
period extended from April 1921 to Januery 1923, 

when France and Belgium occupied the Ruhr coel 
fields. In this period prices sosred to an index 

ef 278,500. Finally, the period of complete collapse 
between Januery 19235 and December 1923. A tebulation 
of dates and index numbers shows graphicelly the 
acceleration of the price spiral in eech of the dif- 


ferent ‘stages: 


TABLE VI 


Index Numbers of Wholesele ee 
Commodity Prices in Germany 1914-1923 s 


(1913-100). 
Date Index 
November 1918 2o4 
January 1921 1,440 
January 1923 278,500 
December 192% 126,160,000,000,000 


(a) Money, Benk Credit and Prices, Lionel D. Edie, 
pp. 280, 500. 


1. Kemmerer on Money, Edwin Walter Kemmerer, p. 77. 
Se. initiation, Leonard P.- Ayres, p. 17. 
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Relatively Mild War Inflation (1914-1918) 

At the outbreek of the war Germany did not 
impose new taxes. It wes confidently expected that 
the war would be short and that the enemy would pay 
the bill. She therefore followed the policy that was 
so populer with other werring powers, of obteining 
revenue through borrowing. When the opposition proved 
more formidable than wes expected and the wer wes pro- 
longed, taxes were raised somewhst. But heevy borrow- 
ing continued, and during the four years of war the 
national debt increesed sixfold. Throughout the wer 
edvances to the Government by the Reichsbenk increased 
stesdily. Loens from the Reichsbenk were obtained 
chiefly by the discounting of,tregsury.bilis. Paper 
money increased from about three billion merks to 
twenty-nine billion st the end of November 1918. De- 
mand deposits of the Reichsbenk rose from 858,000,000 
merks to 10,700,000,000 merks.+ By the date of the 
érmistice, bills held by the Keichsbank exceeded 


twenty billion merks.~ 


Early Post-wer Deprecietion (1918-1921) 


This method of financing the wer in Germeny 
wes, Of course, inflstionary, but no more so then thet 
of France and Italy. In fact, price levels were higher 


1. Kemmerer on Money, Edwin Walter Kemmerer, p. 76. 
2. Currency end Credit, KR. G. Hewtry, p. 405. 
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at the end of the war in both France and Italy than they 
were in Germany. However, shortly after the Armistice 
was Signed, an acute budgetary crisis developed in 
Germany. The shock of defeat, and the social discon- 
tent of the returning soldiers, made it difficult, even 
impossible, to raise much revenue by taxation. There 
was alresdy fear of inflation and those who could buy 
bonds would not do so. Therefore, there was really no 
alternative to further borrowing, and the balancing of 
the budget was postponed until the revolutionary atti- 
tude of the public could be modified. Considering the 
fact that there wes a depression in Germany in 1919, 
it is amazing that the extent of the infletion was as 
great as it was. It is probable that in spite of the 
increase of purchasing power, the industrial machine 
could not be edjusted quickly enough to peace require- 
ments. There must have been shortages, probably num- 
erous "bottle necks," which prevented the speeding up 
of production to meet the increesed demand. This sit- 
uation was reflected in the demend for foreign goods. 
When the blockade wes lifted, nine months after the 
close of the war, Germans began to import frantically 
to fill shortages of foreign goods of ell sorts. 


Leonard Ayres believes that the existence of enlarged 
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stocks of money need not result in serious and pro- 

s - > 2 > * al 
gressive price advances if depression prevails. Lt 
Byres' opinion is sound, it must have been the dis- 
orgenized condition of German industry that permitted 
the coincidence of a business depression and inflstion 


et the same time. 


Rbiveeh leak Commission (1921-1923) 

between-the spring of. 1920 and the’ spring of 
1921, conditions in Germany improved. © Production in- 
Brkaed rapidly and the mark experienced « period of 
repose. In fact, prices receded for about a yeer. 
The recession was lergely the result of renewed confi- 
dence. in the mark. The tax reforms of 1920 were be- 
ginning to bear fruit. The public begen to buy treas- 
ury bills and the "flight from the eurrency" ceased. 
In April 1921, the Reparations Commissions fixed the 
debt to» thes Alites .. fhevfirst lerge cesh payment of 
a billion gold marks hed to be paid before September 
of that year. Neither the small reserves in the hands 
of the Government nor the current tax receipts were 
adequate to meet the payment. Germany hed either to 
reise the money on short term credits or to sell paper 
Iierks in the foreign exchange markets. It is a debat- 


able question as to whether Germany should have, or 
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wonite have reised, more money from texes. From 1921 
to the final collepse of the mark in December 1923, 

by ees, borrowing Germeny increased the per cent 

of revenue obteined.+ In the latter pert of 1923, 
99.9% of its revenue was reised by borrowing. Hewtry 
Says that Germany did not comply with the primary con- 
dition that she should budget for her liabilities. * 

In this connection Lionel Edie cited Seligman to show 
thet taxes in Germeny were lower than those in the 
United Kingdom during the entire period from 1918 to 
1924. In 1921-1922 the estimated percentage per cap- 
ite taxes of per capitsa income in Germeny was 23%, 
while in the United Kingdom it wes 30%.° Since the 
deficit: in 1921-22 was 6,600,000,000 gold merks,* it 
is very probseble that adequsete edditional taxes could 
not possibly have been levied. In any case, if Germany 
peid the huge sums thet were required in reparations 
payments, it would have been necessery for Germeny to 
create enormous export surpluses. Considering the 
teriff history of the past twenty-five years it would 
have become increasingly difficult ed raise surplus. 
Furthermore, the greet deflation of prices in the 

i Wachee aeak Geedit and Prices, Lionel D. Edie, p. 298. 
ee ee Rawiry, p. 426. 


3. Money, Benk Credit send Prices, Lionel D. Edie, p. 299. 
4, Ibid.; p. 299, John Parker Young cited. 
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United States in 1920 had increased the gold value 

of the dollar. The growth of the value of the doller ~ 
made it ena dtertod t forall countries to sell in 
the United States; all internetional debts conse- 


quently became more burdensome. 


Occupetion of Ruhr and Final Collepse 

In July 1922, Germeny asked for a morator- 
ium, but France refused; the following Jenuery, France 
end Belgium occupied the Ruhr coal fields in e desper- 
ate attempt to make Germany pey. This move set off 
the most spectscular stsge of the infletion. The speed 
end the proportions of the price rise in 1923 exceeded 
anything that the world hed ever seen. the term 
"velocity" is correctly and appropriately used to des- 
cribe what happened. A sort of "hyperinflation" pre- 
vailed, a situation in which the percentage of price 
advances exceeded the proportional incresse in the 
quantity of money issued. No one wanted money and 
no one wanted anyone else to owe him money. There 
was literally a buyers' panic. Prices were marked 
up hourly and the "flight from money" wes so great, 
that goods were bought regardless of their utility 
to the purchaser end merely to get rid of the money 
before it depreciated further. Foreign holders of 


merks dumped them on the market to save something 
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oubp of a nae speculstion. Late in 1923 interest 

rates rose to 20% per diem. Finelly, the Government 
redeemed the peper merks at the rate of one rentenmerk 
to 1,000,000,000,000 paper marks. Werren and Peerson 
point out one more interesting fact in connection with 
this extraordinary series of events. Germany did not 
deflate! While she did experience all of the worst 
evils of a greet inflation, she wss spsred the agony 
of « deflsetion. The stabilization took plsce at the 
fantastic price level attained st the end of the 
infletion.+ Whet goes up, must come down? Apparently 


not. 





1. Gold and Prices, Werren and Peerson, p. 293. 
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CHAPTER VII 


PEACE-TIME INFLATION 


Inflation 1920 
WAlthough the United Stetes was on the gold 


standard during the whole of the World Wer, the in- 
flation was greeter then that which occurred during 
the Civil War when the greenbecks were issued." 
Prices hed risen to an index of,199 in November 1918. 
After. the signing of the Armistice there wes en imme- 
Giate halt in the infletionary movement, which would 
have come to an abrupt end at thet time but for the 
financial policies of the Treasury Depertment end the 
Federal Reserve. The Treasury advanced losns aggre- 
gating $2,500,000,000 to verious foreign countries.” 
At the seme time there were shortages of goods in all 
perts of the world, including the United States, where 
a number of industries had been neglected because of 
the war. The huge loans to foreign countries, there- 
fore, added to the scarcity of goods in the United 
States as the losns really took the form of exported 
goods. If these goods had represented exportable sur- 
pluses no inflation would have occurred. As things | 
1. Gold end Prices, Warren end Peerson, p. 298. 


2. The Economics of Inflation, Willis send Chapmen, 
Dp. 86. 
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stood, however, these shortages ceused e typicsl boom 
with all of the symptoms of resl infletion. While 
wages were high end rising, people compleined of the 
high cost of living, end weges did not keep up with 
rising prices. There wes continuesetion of war-time 
profiteering and great speculsetion, perticularly in 


commodities. 


“Easy Money" Policy, 1919 


The rise in the price level was supported 
by the relatively easy money policy of the Federal 
Reserve banks. While long and short-term interest 
rates were high, the Federal Reserve kept the redis- 
count rates down to 4 end 44%. Reserve balances rose 
from $1,520,000,000 in November 1918, to $1,820,000,000 
in December 1919. During the same period demsend depos- 
its rose from $12,724,000,000 to $16,994,000,000, rep- 
resenting an increase of more then $4,000,000,000. 
Prices rose from an index of 190 in Februery 1919 to a 


high peek of 244 in Mey 1920.2 


Irresponsible Government Inflation 

It wes not without warning that the Federal 
Reserve benks followed s policy of essy money during 
1919. Meny of the officials of the System hed grave 


1. The Economics of Infletion, Willis and Chapmsn, 
Pe SS. 
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misgivings. At various times during 1919 proposals 
were made to rsise the discount rate, but there wes 
strong opposition from the Treesury Depertment. The 
Secretsry of the Tressury wanted e low interest rate 
to facilitate the flosting of the Liberty Loen.+ A 
higher discount rate would have depressed the bond 
market before the bonds could be sold to the public. 
At the request of the Treesury Department, therefore, 
the Federel Reserve postponed raising the rate until 
Jenuery 1920. Twelve million petriots oversubscribed 
the issue at 434," Twelve million petriots were 
cheated, deliberately cheated, by the cooperation of 
the Treasury Department sand the Federel Reserve banks. 
Interest rates were held down with the intention of 
raising them when the Liberty Loan issue wes sold. 
Because of the developing deflation, msny of those 
who bought government bonds at par were forced to 
sell them se few months later below 80 -- involving 

a loss of 20% within e few months! time. 

The conniving of government financiers in 
rigging the Liberty Loen market was reprehensible in 
itself, end the consequences to the subscribers were 
serious. However, the ultimete losses to the nation 
were fer grester then these losses to the subscribers 


1. Stable Money, Irving Fisher, p. 217. 
2. Money, Bank Credit end Prices, Lionel D. Edie, p. 
504. 
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of the loen. Federal Reserve authorities knew that 
the easy money rates were contributing to a serious 
inflation which was primarily caused by the great de- 
mends for goods in both domestic end foreign merkets, 
demends which exceeded the capacity of industry. 
Capecity would heve been greater et thet time, but 
for the development of numerous "bottlenecks" in the 
form of special shortages, which held up production 
in other lines. Long before. 1920, there was greve 
need for contraction. A relatively mild contraction 
would have been enough to stebilize prices on a lower 
level. The unbalanced condition of American industry 
would have corrected itself end the "bottlenecks”™ 
would have been eliminated. Production. could then 
have been speeded up to a higher level without reech- 
ing capacity so soon. Instead of following e more 
timely policy of contraction, end one that Federal 
Reserve officials clearly recognized as imperetive, 
the Boserd postponed action until Jenuary 1920; at 
which time discount retes were reised from 42% to 6% 
in five of the twelve reserve districts. Two weeks 
later retes were rsised to 6% in ell districts. Ex- 
cept for a few agriculture] commodities, prices con- 


tinued to rise until May. 
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Untimely Defletion 


Most students of the subject agree that 
some deflation was urgently needed and that the defla- 
tionary measures should have been taken et a much 
eerlier date, but the blood-letting operetion that 
Wes subsequently performed wes hardly necessary. The 
inflstion ees largely economic and not financial, 
ceused by a shortage of goods end only incidentally 
by en oversupply of money. By May 1920, reserves of 
the Federal Reserve banks had fallen to about 42% 
Now that the Treasury Depertment no longer objected 
to a higher interest rate and other deflationery 
devices the feser of the gold coverege seems to heve 
been a most powerful factor in determining Federal 
Reserve policy. Officials’ beceme hysterical. There 
was fear for the convertibility of benk obligstions. 
The gold coveragé seems to have been more important 


to the Boerd than was the welfare of the country. 


Coercion of Member Benks 

At e meeting of the Federal Advisory Council 
end the Cless "a" Directors of the Federal Reserve 
Board, held on May 18, 1920, 2 resolution was passed 
declaring for contraction of money end credit. Mr. 


John Skelton Williems, Comptroller of the Currency, 
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explained to the lete John Simpson his efforts to 
prevent the drawing of the resolution. He ssid: 
"T told the other members of the 
board, 'Do you know that this will break 
lots of little country banks?! 
"They cold-bloodedly snswered me: 
'They ought to break -- there are too 
meny of them.! 
"T then told them, 'Don't you know 
it's going to ruin lots of farmers?! and 
they cold-bloodedly replied to me: 'They 
ought to be ruined -- they ere getting 
too prosperous; they will not work,'" * 
The ebove-mentioned meeting wes held in 
secret and wes concesled from the public for over 
two years. W.P.G. Harding, who presided, warned the 
benkers present to hold the proceedings of the meet- 
ing in sacred secrecy.” Governor Harding called for 
"Sacrifices" on the pert of the public, "to bring 
sbout normal and heelthy liquidetion."° Under orders 
from the Federal Reserve Board, s veriteble mania for 
deflation developed throughout the country. On ‘June l, 
the discount rete wes raised to 7%. Banks were dis- 
couraged from making loans and switched to a policy 
of unloading government obligations. Member banks 
were urged to create a stringency of credit. Anyone 


¥-” Congressional Record, May 2; 1953, Vol. 77, Part 3, 
Tord Congress ist. Session, p. 2740. 


2. Ibid., Congressionel Boerd. 
3. Quoted in Stable Money, Irving Fisher, p. 218. 
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who has a shadow of doubt as to the ability of the 
Federal Reserve Board to creste e "healthy defletion"” 
should reed the literature of the twelve months follow- 
ing June 1920. Few hed reslized the power of the Board. 
In a surprisingly short time they hed created a rigorous 
deflation, had put the dollar on e "sound" gold basis, 


and hed ruined millions of Americen citizens. 


Thoroughgoing Defletion 

According to Willis and Chapman, "the panic 
of 1920 was nipped in the bud through well considered 
action by the banking authorities." ‘his is surely 
e clessic masterpiece of underststement. <A young and 
virile Federal Reserve System had its first deflation 
job to do and had to demonstrate to "old timers" that 
a good job could be done. Even the most ardent of 
gold-stendard deflationists abroad agreed that it was 
a most thoroughgoing defletion. The United States 
Bureau of Labor Statistics index of wholessle commod- 
ity prices fell in thirteen months from 244 to 136. 
The Board must heve been hypnotized by the idea of 
maintsining the gold coverage. There were still war 
shortages everywghere and yet production head to be 
curtailed for over a:year to protect the gold cever= 
age. The 7% rate end other restrictions were 


1. The Economics of Inflation, Willis and Chapman, 
pe 90 
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maintained long efter prices had fallen well below 
a desireable level. Such measures were no longer 
anti-inflationary. Disestrous deflation had set in. 
The 7% rate was meintained until Mey 1921. It wes 


then ceutiously reduced to 63%. 


Refusels of Loans to Farmers 

any policy adopted by the Federel Reserve 
Board and followed by thousands of the lesding banks 
of the country is bound to be effective. In 1920-1921 
hundreds of thousends of farmers lost their farms and 
millions of workers lost their jobs because, eccording 
to Congressmen Swing, of California, bankers were being 
ordered by the Federel Reserve to stop discounting 
peper.! Deputy Governor W. A. per ee the Federel 
Reserve Bank of Sen Fransisco, told the benkers of 
Southern California, assembled at El Sean ee thet they 
were not to loan to any farmer any money for the pur- 
pose of enabling the farmer to hold eny of his crops 
beyond harvest time. If they did, he ssid, the 
Federal Reserve bank would refuse to rediscount «4 
Single piece of paper on such trensactions. He 
declared thet all the farmers should sell oll their 
crops at harvest time unless they had money of their 


own to finance them, as the Federal Keserve bank would 


bey Congressionel Record, May 23, 1922, Vol. 12, Pert 7, 
7 Conseress, 2d Session, p. 7517. 
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do nothing towerd helping farmers hold back any part 
of their crop, no matter what the condition of the 
market. = 

Congressman Swing, who was present at the 
meeting, was vividly impressed by this direct eppli- 
cation of "moral suasion." Commenting before the 


House of Representatives on May 22, 1922, he said: 


"No one could be in doubt for one 
minute as to whet the natural, logical, 
and necessary consequences of such pol- 
icy would be. If the entire crop of the 
country is thrown on the market at the 
time of harvest, of course the market 
would be depressed. You can ‘bear! the 
merket, or you can 'bull' the market. 

The Federal Keserve Benk deliberately set 
out to 'bear! the market. They succeeded 
so well that they broke the market -- not 
only broke the market, a broke the 
farmer es well.” 


If the powers of the Federal Reserve Board 


could be used to injure the nation by ceusing the 


‘price level to rise and to whipsaw the seme price 


level down into a cruel deflation, we need no further 
proof that these powers were adequate to stabilize the 
price level. Clearly the meena could raise or lower 
the one level st will. Whether or not they should 
be trusted to do this in the public interest without 
mandatory rules is another matter. 


1. Congressional Record, May 23, 1922, Vol. 62, 
Part 7, 67th Congress, 2d Session, p. 7517. 
2, . teida. 
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Mind Keeders end the Federal Reserve 

Speculetors in stocks end commodities todey 
ooaetain that they must be mind reeders in order to 
trade successfully. They must know what the president 
intends to do next. There is nothing novel sbout the 
plight of the poor speculator. Not only speculstors, 
but also business men of all kinds -- retailers, whole- 
Salers, manufacturers, farmers -- since 1913, have hed 
to gamble on the next move of the Federsl Reserve 
authorities. Some yeers ego Bradstreet's published a 
iist of reasons for business failures. The list should 
be revised with at least honorable mention given to the 
Federal Reserve Board. 

The writer, who was in business in 1920, 
knew nothing sbout the tremendous power over the price 
level possessed by the Federal Reserve System. Need- 
less to say, sfter teking heavy inventory losses during 
thet year in an otherwise very successful retsil busi- 
ness, the writer got out of business, still unaware 
that the opinions of Governor Harding of the Federal 
Reserve Bank of Boston hed anything to do with the 


business depression. 


Reconstruction and Disequilibrium 
To understand properly the disillusionment 


of the yeers following 1928, it is well to review the 
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progress mede during the preceding decade. In 1919, 
the outlook was derk. ei rens of workers nad been 
either killed or disabled. There were shortages of 
food. and raw meterisis. There were still. revolutions 
Puiioe tikes in seversl of the countries that had been 
at war. Whet seemed irreparable losses of physicel 
property existed in the areas where the wer hed been 
fought and elsewhere staggering debts for repsrations 
end war loans hed to be paid. There wes work to be 
done, but industry wes disorganized end chsotic con- 
ditions prevailed in the financisl end exchange mar- 
kets. There were many who looked for the decline of 
Western civilization. 

However, universal bankruptcy did not teke 
place, and the gloomy forecasts mede in 1919 were not 
fulfilled. Within a few years most of the physical 
damage had been repaired. By 1925, the yeerly total 
of production exceeded that of 1913 by 18%. This in- 
crease in production was 12% greeter then the increase 
in population, so the standard of living of necessity 
rose automatically. Even in Europe, the average man 
wes again enjoying the standerd of living that he had 
enjoyed in 1913.1 Industriel progress from 1925 to 
1929 was even more remarkable. New construction in 
the United States between 1925 and 1928 amounted to 


1. Recovery, the Second Effort, Sir arthur Salter, 
Da aees 
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$38,000,000,000, an everage of $800,000,000 e month 
for forty-eight months .+ Unfortunetely, progress wes 
somewhet reterded by the fect that several netions 

had returned to the gold standard. The United Stetes 
during this period merely “pretended” to maintain s gold 
stendard.” It wes not clearly recognized et first thet 
progress was being made abroed in spite of the gold 
stendard. The ealmost phenomenal increase in produc- 
tion, due mostly to technical progress and to adequete 
credit obtainable in the United States, was to some ex- 
tent credited to the gold standard. By 1929, the stand- 
erd of living in Europe ss well as in the Western world 


was very much higher than in 1913. 


Agricultural Inflation 


From 1916 to 1920 farm prices rose very rep- 
idly. During the greater part of the war farmers en- 
joyed an unprecedented prosperity. In comparison with 
the general price level, ferm’ products were very high. 
During this infletion of farm prices, land values in 
the farming sresas also rose. Many business men, as 
well as fermers, thought that the higher prices of 
farm land were justified, and that high prices for 
farm goods would be permanent. Had high prices for 
farm goods continued, it would heve more than justified 


1. Unemployment as a World-Problem, John Maynard Keynes, 
Dis, Os 


2 Monetery Reform, John Maynerd Keynes, p. 215. 
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a the rise in ferm land velues which, in 1920, averaged 
sbout 70% higher then pre-war levels. Some fermers 
were fortunete in selling their lend et the higher 
levels, but during the ere of speculetion in land, 
meny of them borrowed heavily in order to extend their 
ferming operations. This speculetive movement wes 
supported by lerger and larger mortgages from the 


Danks upon the advice of the bankers. 


Agricultural Defletion 

During the wer period, wages end other costs 
of living rose with the increase of lend values. In 
1920, an index of prices received for ferm products 
had risen to 205; whereas, a similar index for weges 


1 


paid to hired farm lebor, hed risen to 239. Taxes, 


we a 


freight rates, end other costs also rose, but during 
the period of higher prices, fsrmers were unususlly 
prosperous. When prices fell during 1920 end leter, 
other costs fell less rapidly. The price of ferm 
mschinery end supplies and the other items mentioned 
declined, but did not reach such proportionately low 
levels es did farm products. rices received for ferm 
products fell 53% by 1927, while prices peid by fermers 
for commodities bought declined only 24%." As prices 
i. The Economics of Inflation, Wiilis and Chapmen, 


p. 1606. 


Ze Ibid., D. 167. 
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fell it becsme practically impossible to sell farm 
lands and the lerge mortgage indebtedness on land 
purchased at high prices, ruined hundreds of thou- 
sands of farmers. Some used the large profits of 
the war period to retire indebtedness, but they were 
a smell minority. Ferm land finally senk to 27% be- 
Low pre-wer velues.- There were times when farm 
products could not be sold for the costs of produc- 
tion. In some cases, the prices obtained in the 
merkets were lower than marketing costs. If this 
condition had continued, farm lands would ultimately 
have been valueless. 

The whipsawing of farm prices during the 
war and post-war periods was due to forces entirely. 
beyond the control of the fermers. As e group they 
might have been more ceutious about speculetion in 
land, but like others during je wuts period, they 
failed to recognize that the then prevailing condi- 
tions would be short-lived. Other forces Se 
beyond the control of the farmer. Mechenization was 
edvancing in grain production as well as in other 
branches of industry. By mechanizetion the output 
per man increased enormously, but the market did not 


broaden correspondingly. The demand for food is 


1. Gold and Prices, Warren-and Peerson, p. 383. 
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inelastic. While technical improvements in the manu- 
facture of motor cars, decompanied by lower prices, 
will increase the number of units sold rapidly, the 
Seme degree of improvements end felling prices do not 
inereese the demand for food correspondingly. The 
point of setiety is reeched very quickly with neces- 
sities. Men's sppetite for food does not meke for 
indefinite increases in demend. It is interesting to 
note, for exemple, that the per capita annusl consump- 
tion of wheat flour in the United States has not been 
ree Tees Sines dae tt hes Peltes stesdily 
from 224 pounds to 175 pounds in 1929.1 

| The depression in grein-producing aress hes 
been world-wide. The main cause wes the world's much 
greater capacity to produce egricultural products. 
After 1925 there wes enother patent influence on 
the prices cag eric Sar products that entered the 
world markets. Agricultural economists have claimed 
thet the price of American wheet, cotton, and other 
farm products was determined in Liverpool. The con- 
tinuing deterioretion of the economic structure in 
the agriculturel sections was supposed to be due to 
the fact that price levels for farm products were 
artificially kept below the cost of production. 


1. Recovery, the Second Effort, Sir Arthur Salter, 
‘pe oes 
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While there is some basis for the point of view, it 

is incorrect to essume that the price of any world 
product is determined in Liverpool. Naturally, the 
Feels oe wheat in the provincial markets hes e 

eresk deal to oS with the world price of wheat. If 

the supply of des offered in Winnipeg or in Chicego 
increases, there is an immediate effect on e11 of the 
great grain markets of the world. Prices sre adjusted 
by matched selling end buying orders es quickly ss tele- 
graphic orders can be lcomiinitd. teu! These arbitreging 
trensactions keep the verious markets for world products 
at: "ebout the same level. It is more accurate to say 
thet the er allan ddd de areas determine the price of 
wheat in Liverpool than to assume that the price is 
fixed by some diabolicel scheme in the Liverpool mar- 
ket -- an assumption frequently implied. 

When countries were on the treditionsl gold 
standerd, and gold wes ellowed to flow freely between 
countries, price levels throughout the world tended 
to be equalized. Whet the egricultural economists 
probably wanted was develuetion in terms of other 
eurrencies, ea prectice which wowed undoubtedly heve 
led to competitive develuation. 

When various countries returned to the gold 


stenderd, and followed s restrictive money policy 
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thereafter, foreign price levels fell. This did heve 
en important effect on the prices of American commod- 
ities, such es cotton end wheat, thet sold in a world 


merket. 


Reperations and Borrowed Funds 

There were ceuses of disequilibrium other 
than the fell of agricultural prices. Orthodox finan- 
ciers, who thought that the reperstions end war debt 
questions were settled, proved to be very bedly mis- 
teken. The resl situstion was somewhat disguised by 
the unusuesl prosperity in the United Stetes. The 
prosperity after 1924 in Central Europe was due to 
huge loans from America. It was e very real prosper- 
ity and production did rise. However, it wes dependent 


upon continuous and very lerge streams of Americsn cap- 


F 
) 


itel. The flow of capital from America could not go on 
forever and when, because of lack of confidence, or be- 


csuse of capitsl demands elsewhere, the flow was cut 











down, it became spperent that conditions were not as 
sound ss the experts hed supposed. By 1928, it wes 
epperent that it was going to be difficult for Germeny 
to get the foreign exchange necessery for reparetion 
peyments. The net import of foreign capitel into 


Germeny from 1925 to 1928 smounted to the unbelievably 
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large sum of 15,000,000,000 gold msrks. This sum 
exceeds the total smount psid in reparations right 


up to the Moratorium in 1931.+ 


Inflation 1929 

The period between 1927 and 1929 proved 
vO-Der-a- Cri vLeal period: --It-is-probsble that the 
verious maledjustments could heve been corrected had 
it not been for the stupid financial juggling of the 
period. Europe was struggling under the weight of the 


gold stenderd. The United States, until 1927, wes not 


so burdened. Not only was there plenty of gold, but 


it made no difference that there was. The gold had 
been sterilized by the action of the Federel Reserve 
benks. Governor Strong, of the Federal Reserve Bank 
of New York, had domineted the policy of the Federal 
Reserve banks and his policy was one of stabilization. 
In Europe, on the other hand, there was reaction. 
Money flowed to the United States. In order to re- 
verse the flow, the discount retes in vsrious coun- 
tries were raised. In fact, whet smounted to compet- 
itive bidding in this matter of increased discount 
rates took place all over Europe. Esch country was 


interested in protecting its gold. The higher bank 





t.. Recovery, the Second. Effort, Sir. arthur. Salter, 
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, ; 
rates naturally had ea depressing effect on business 
everywhere on the Continent send in Englend. A higher 
benk rete end consequent felling prices was elways a 
sure recipe for se business depression, the price thet 


countries hed to psy to stsy on the gold stenderd. 


Federal Reserve's "Hasy Money" Policy, 1927 
In the spring of 1927, Montagu Normen, end 


other officials of Europeen Central banks, visited 
the United States. They apparently persueded Federal 
Reserve officials to follow en eesy money policy. 

Such e policy was inflationary. This was supposed 

to help European countries to stay on the gold stand- 
ard. It would have the effect of encoureging imports 
into the United Stetes, thus encoureging trade abroad. 
A number of Americen financiers, including Spregue, 
hed favored e« lower discount rate for other reasons. 
There hed been e decline in wholesele prices since 

the summer of 1926. In August 1927, discount retes 
were lowered and, as early es May, the System hed 
resumed open market purchsses: 230,000,000 dollars! 
worth of securities were purchssed in the open mar- 
ket between May end November. Open merket purcheses 
ere mede with credit which is directly crested for the 


purpose, thus increesing the totel supply of money or 
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had en inflationery or anti-deflationery effect. 

The purchases mede in 1927 were no exception, but 

from thet time until 1929 the increased quantity 

of credit unfortunately encourseged on inflationery 
move of extraordinsry proportion in the stock market. 
The Federal Reserve benks found it necessary to re- 
verse the open market policy to curb the speculative 
outburst of early 1928: 400,000,000 dollers! worth of 
securities were sold in the open market. Discount 
rates were raised from 34% to 4%. Later in 1928 the 
rete was again raised to 45%. These anti-infletionery 
steps were taken without regard for business snd indus- 
try. the earlier policy of stabilizing the commodity 
price level wes being abendoned in an attempt to sts- 


bilize the manipulated sectivities of the stock exchange. 


Contradictory Objectives 


There were too many contredictory objectives 
entering into the policy of the Federel Reserve Board. 
The original purpose of the Federsl Reserve Act, to 
accommodate business, wes being set aside. Further- 
more, when action was taken, it was usuelly taken too 
late and sometimes carried too far. Sprague felt thet 
the defects of the System were not so much a matter of 


positive errors as they were a matter of hesitant ection.+ 





Stabilization Heerings on H.R. 11806 (1928), cited 


ee 
7, in Steble Money, Irving Fisher, p. 252. 
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Attempt to Curb Speculation 





What the System should do wes wermly dis- 
puted in 1929. Commodity prices were falling, but 
the main preoccupation of the Federal Reserve was the 
stock market. The most sensational securities boom 
in history wes taking place. By all indexes, there 
should have been a reaction long before. Stock prices 
were, however, being carefully manipulated end the pub- 
lic was being encouraged to buy at fantastically high 
prices. Five per cent could have been obtained on 
safe bonds, but the public wes coexed to buy stocks 
on borrowed money. Some of the stocks were yielding 
less than 2% in dividends Bee ee rates were at times 
above 10%. The common stock of Radio Corporetion sold 
es high as $540.00 a share. Later it fell to $2.50. 
At the height of the speculative mania call rates hed 
risen to 12%. Higher rates in the fmericen money mer- 
kets attracted money from Europe to teke sdvantage of 
the exceptional return. Eech country tried to protect 
its xine: by raising its own discount retes. This hed 
the effect of further depressing industriel conditions 
in Europe. 

In spite of the excesses that were taking 
Pplece in the stock market, there were many bankers end 


economists who felt that it was of no concern to the 
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Federsal Reserve. It was fesred that to curb specula- 
tion by raising rates end by teking other deflationary 
meesures would produce s decline in commodity prices 

end bring on e business depression. A business depres- 
Sion is a high price to pay to correct a speculative 
boom in the security merkets. Among those who objected 
to.meddling by the Federsl Reserve were Carl Snyder and 
Gustav Cassel. Carl Snyder, hesd of the Statistical 
Department of the New York Federal Reserve Bank, thought 
thet the speculation in the stock market was no concern 
of the Federel Reserve Benk. Mr. Gustav Cassel felt 
that raising the rediscount rates would deflate commodity 
prices and create unemployment .+ Senator Glass seems to 
have been on the right side for once. He also objected. 
He seid: "Why do you apply the rediscount rate to a 
condition of the sort and penalize the legitimete com- 
merce in order to control something you say you heve no 
right to control?"” Other lesding monetery economists 
and financiers warned thet an attempt on the pert of 

the Federal Reserve Banks to regulate stock prices 

would have an adverse effect on the commodity price 
level. However, such deflationists es Dr. Miller, 
Governor Harding, and others, were determined to de- 
flate at any cost. These men conceded that commodity 

1. Cassel end Snyder cited in Stable Money, Irving 
Fisher, p. 254. 

@. Senator Glass quoted in Stable Money, Irving 

Fisher, p. 208. 
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prices would fall. They recognized that business 
recession would follow. They went so far ss to point 
out that business recession would of necessity bring 
bout aaa: hori of the security prices. This defla- 
tion is what they desirédsat ell costs. Their: open 


sponsorship of a major deflation did not end in 1929. 


j 
y 
; 


Dr. Miller was still edvocating deflation in 1922! 
Weys should have been found to regulate speculation 
in stocks without ruining business. Furthermore, it 
Bite probable that the extraordinary technical weakness 
of the market would heave corrected itself. In fact 
those responsible for the menipulation of the stock 
prices would have seen to it that they came down in 
due time. 
some Federal Reserve officials felt a re- 
sponsibility for the funds that were flowing into the 
stock market. It wes ergued that it was the credit 
that wes being created by the Federsl Reserve that 


was supporting the boom. In defending e policy of 





curtailment, Governor Herding of the Federsel Reserve 







Bank of Boston said, "Continued high rates will even- | 
tually bring ebout a slowing down in business and 

industry." Governor Harding seems to have been in 

favor of creating a business depression in order to 


c 
a 
curb the market. This wes vicious muddleheadedness. ' 





Quoted in Stable Money, Irving Fisher, p. 259. 
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‘If business continued to Bere stocks would have 
been worth high prices, end although they were probably 
too high, it is doubtful that they were es exaggerated 
as we think today. Values would have been very dif- 
ferent if the Federal Reserve had not discovered the 
taint of inflation in conditions that prevailed in 

; 1926 and 1929. | 


Reasonable Business Activity, 1929 

Business ne ebove normal, but there was 
still 2,000,000 unemployed in 1929. There were still 
poverty and misery in the agricultural ereas. Neither 
the wheat nor the cotton section hed recovered from 
the deflation of 1920. The most reliable estimetes 
indicete that production wes $40,000,000,000 below 
cepacity in 1929.1 Commodity prices had been felling 
during most of the yeer and were falling somewhat 


more repidly toward the end. Outside of the stock 












_ «fe 


merket, on the other hand, there was no infletion in 
feet) Promiction was fairly well sustained and there - 
is no reason except a monetery reason why there should 

heve been a slump. The Federal Reserve certeinly cen- 

not stabilize everything, and it is not their business 

to do so. It is enough to expect them to stsbilize 


commodity prices, employment, end business, without 
aR 


1. The Chart of Plenty, Loeb and essociates, 
Foreword by Stusrt Chase, p- XIII: 
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: a) fs 2 
going efield to stebilize Continental exchanges end 
the stock market. 


The. Crash. | 
i : At exactly eleven o'clock in the forenoon 
of October 24, 1929, on the floor of the Stock Exchange, 
there were suddenly offered, "at the market," hundreds 
of thousands of shares of various kinds of stocks. 
This offering was not “public flocking." It was the 
initial signal for the most spectaculer reid that the 
Stock Exchange had ever seen. The market hed been 
"sold out" to the public and it is part of the business 
of stock merketing technique to "bear" the market after 
stocks have been distributed. The purpose of this 
"bearing" of the market is to afford an opportunity 
to reaccumulate stocks at lower levels when the "lembs® 
get discouraged or sre forced to sell their stocks 
back because of herd times or mergin calls. It was 
not important thet stock prices were too high. The 


importent thing to consider, and every treder knows 


| 
| 








“it, is whether the public owns too much of the stock. 


Bootblacks or Benkers 
The part that the banks had in the secur- 
ities inflation is very clearly explained in e supple- 


mentery essay to Willis and Chapman's book The Economics 
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of Inflation. ‘he benks not only lent billions 


secured by stocks and bonds but they also added 

to their own holdings by several billions during 

the years preceding 1929. Total security loans to 
customers rose from $4,862,000,000 in 1924 to 
$8,504,000,000 in 1929. On June 30, 1930, sccord- 
ing to the Annual Report of the Comptroller of the 
Currency, total loans and investments amounted to 
$47,298,000,000.+ Evidently the events which pre- 
ceded. those of 1929 were not entirely public fool- 
ishness. The banks seem to have been arch-specu- 
lators. The business: of a commercial bank is to 

lend money to worthy creditors. Willis and Chapman, 
commenting on the extent to which the slower and less 
liquid forms of bank holdings had invaded the port- 
folios of the different institutions during the ten. 
yeers preceding 1929, concluded that reduction of 
Liquidity emounted to about 40% before 1929.” Un- 
fortunately the recommendations of benks before the 
crash were uniformly "bullish." after the crash, 

one would suppose that bootblecks and typists, not 

to mention the widows and orphans, had been responsi- 
ble for the insanity. 

Cited in Infletion in Securities, fA. Wilfred Mey; »p.296; 
Supplementary ESssy to the Hconomics of Inflation, 


Willis and Chapman. 
The Economics of Inflation, p. 127. 
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‘Deflation Not a Result of Infletion 

Most writers assume that whenever there is 
infletion it must, inevitsebly and as a matter of net- 
ural lew, be followed by deflation. This assumption 
is surely unfounded. Boi con in France were stebilized 
at es level sbout 400% above pre-war levels. Even 
efter the fantastic inflation in Germany, prices did 
not drop. The inflation in the latter case was cer- 
tainly not justifiable, but it does prove the theo- 
reticel point that prices do not have to fall asa 
matter of natural law. It is usuelly a matter of 
administration as to whether prices will be put down 
efter an inflation. If those who think that they should 
come down sere in a position of financial power, strong 
enough to make them come down, then prices fell. If 
there is ea group powerful enough to insist that prices 
be meinteined on the inflated level, prices will be 
stebilized on that level. Finencial power wes on the 
side of deflation in the United States in 1920 and 1929; 
in these years we got deflation. The degree of deflation 
atteined during the past two decades seems to heve caused 
a revolution of thinking as to the desirability of such ea 


"correction." Now, almost any dilettant monetery pro- 






posel calculated to heve an infletionery effect can get 
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There is one thing thet we seem to have 
learned end learned well. We know how to end cyclical 
booms. All that is necessery to end such © boom is to 
create s more or less permanent depression. On s beasu- 
tiful spring dey in 1933, the Americen people had a 
holiday -- a bank holiday -- an opportunity to reflect 
upon the tremendous efficiency of our Federsl Reserve 
System. This remedy for s boom, however, was no pallie- 
tive. -It wes the kind of » remedy that cures the head- 


ache by removing the heed. 


pecaence Strong and Stebilization (1921-1927) 

it is herd to be dispassionate ipidvcue ames 
this question when one reelizes that the methods of 
monetary and credit eonkrol were well understood and 
employed effectively in the United States prior to 
1928, and that little or nothing was done between 1929 
end 1932 to prevent or stay s 40% defletion of the com- 
modity price level with consequent enormous shrinkesge 
‘of the national wealth snd national: income. From 1929 
to 1952 the Reserve Administretion bought $217,000,000 
of securities and liquidated $211,000,000 of aéceptances.- 
This ibe white to a virtual sbandonment of open-market 
control st a time when such control was most urgently 


needed. 





1. Recent Monetery Experiments and Their Effect upon 
the Theory of Money and Prices, Willford I. King, 
Journal of the American Statistical Association, 
pe 596. 
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The opinions of Governor Strong and the 
earlier effective policy of the Federel Reserve 
System were certainly not se secret. The whole finen- 
cial world knew thet the Federsl Reserve benks had 
prevented inflation in 1923, and that in 1924 2 
threatened deflation wes prevented by reversing the 
policy. Agsin in 1925, and early in 1926, ection wes 
taken to curb inflationary tendencies. In May 1927 
the Federsl Reserve banks resumed the purchsses of 
government securities and egain curbed a declining 
price level. Professor Fisher credits Governor Strong 
with having discovered the open-market powers of the 
Federal Reserve System. Governor Strong, in 1926, 
Seid that because the System held the country's gold . 
end could control the reserves of many banks, it could 
influence the volume of credit; that is, by meens of 


rediscount rates and open-merket operetions. 


Defletionists in the Seddle 

aM After Governor Strong's death the System seems 
to have come under the influence of defletionists like 
Governor Harding, of the Federel Reserve Benk of Boston, 
who, in the spring of 1929, edvocated high interest rates 
which he believed would "eventuelly bring about » slowing 


down in business and industry." This defletion of 
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business, he believed, would effect security values 
adversely.t In 1950 the Federal Reserve Board was 
still in control of the monetary policy. But, whet 
Sinister power was in control of the Federal Reserve 
Board? Why did Dr. Miller, in 1930, 1921, and as 
late as 1932, oppose every move toward stabilization 
of the price level? By the summer of 1930 a serious 
deflation of commodity prices wes well under way. In 
the fece of a veritable avalanche of demsends for 
action the Federal Reserve Board adhered sternly to ea 
policy of deflation. In July 1930 one noteble pro- 
test eppesred in the Bulletin of the Royal Bank of 
Cenada: "Immediate end decisive action on the part 
of the Federal Keserve banks in putting new funds 
into the market in large volume is whet is necessary 


to arrest the present serious and protracted decline." 


i; However, the deflationists had their wey. Dr. Miller 





end his friends were very successful. By permitting 
e deflation of bank credit of about $9,000,000,000 
they succeeded in accomplishing e defletion of 


American property values of over #212,000,000,000.* 


is Stable Money, Irving Fisher, p. 259. 


2. The Debt-deflation Theory of Greet Depressions, 
2yying Fisher, p. 354. Reprint from 


Econometrica) 
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No Commodity Inflstion, 1929 

There wes no deflation of commodity prices 
in 1929, e fect which makes the deflation policy of 
the Federsl Reserve Boserd even more difficult to 
understend. Laete in 1929 commodity prices began to 
Gecline. That should have been s warning to the 
Bosrd. What was taking place in the stock market 
Wes no concern of the Federsl Reserve Board, set least 
so fer as their money policy was concerned. It was 
well understood that eny attempt to deflete the stock 
merket through credit contrection by the Federal 
Reserve banks would have the effect of deflating 
business end industry. Those members of the Federal 
Reserve Board who edvocated deflation in 1929 indicated 
clearly that they believed that business had to be de- 
pressed in order to end the stock market boom. The 
stock market had gone too fer, or perhaps the distri- 
bution into the hands of the public hed been too suc- 
cessful. "In the cese of the investment houses; which 
before the wer hed been engaged in finencing new indus- 
tries at their inception, in the period under discussion 
they opereted to ensble the owners of these identical 


: 
industriel businesses to sell out their enterprises to 









the public and otherwise to manipulate their csepiteal- 


izations for their own profit." 





1. Inflsetion in Securities, “#. Wilfred May, 
Supplementary Essey to Economics of Inflation, 
Willis and Chapman, p. 303. 
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Planned Depression 


Governor Harding and others were determined 
to deflste at any cost. These men conceded thet com- 
modity prices would fall. They recognized thet busi- | 
ness recession would follow. They went so far as to | 
point out thet business recession would of necessity | 
bring ebout defletion of security prices. This defla- 
tion they desired at all costs. Their open sponsorship 
of a major deflation did not end in 1929. Dr. Miller 
was still advocating deflation in 1932! 

The National Survey of Potentiel Product 
Capacity found that in the United States, the sum of 
monetery end imputed income for 1929 was $92,515,000,000.1 
There was s shrinkage of over 50% of this income during 
the years 1929-1952. The deflation cost Americans a 
decrease in yearly income of over 440 ,000,000,000.” 

Dr. Miller probably thought thet the stock 
market was defying physical laws snd that it was his 
business to help nature restore order. The belief that 
what goes up must come down, and thet therefore deflation 
must elways follow a rise in prices, is pure nonsense. 
Trensferring physical lews to enother science with no 
logicsl reason for doing so, end acting upon the idea, 


1. The Chart of Plenty, Harold Loeb and Associates, 
pe o ° 


2. The Debt-deflation Theory of Great Depressions, | 
Irving Fisher, p. 355. 
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is costly. During past centuries higher prices have 
been attained and maintained for long periods. But 

then, nothing was known of Roger Bebson!s brain-throb 
about lews of ection end reaction and their applice-— 


tion to economics. 


Stebilization and Re-inflstion, 1932 

During the last year of Hoover's adminis- 
tration, in the spring and summer of 1932, the Reserve 
banks steadily bought government pawn! Eee for ‘axper- 
iod approximating twelve weeks, and avereging sbout 
$100,000,000 per week. According to H. Parker Willis, 
these purchases were "paid for by Keserve benks through 


the creation of their own obligations."+ 


The purchase 
of $1,100,000,000 of securities seems to have hed the 
effect of staying a deflation, which, up to that time, 
hed been gaining momentum. During Mey, June, and eerly 
July of 1932, ell the great merkets, including those of 
stocks, bonds, send commodities, quietly moved sidewise. 
Furthermore, during July, August, end early September 
of that same yeser, there was ea substential relly in all 
of these markets. The period from Mey to July 1932 wes 
the first since 1929 in which ell four of the above- 


mentioned mserkets were stabilized at the same time. 





1. The Theory and Practice of Central Banking, 
Henry Parker Willis,pp. 197-198. 
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There had been liquidation in set least one of them 


at ell times since 1929.+ in votcher, words, for four 


years there hed been no time in which there had been 


no liquidation in one or enother of the important 


markets. The significant point is thet infletion 


ended with the resumption of open-market purcheses. 


anti-defletionery Meesures Necessary 


In 1935 there were over $2,300,000,000 


excess reserves in the Federsel Reserve banks. Com- 


menting on this, Leonsrd Ayres argued thet it is the 


demend for credit and not supply that is importent. 


Mr. Ayres, expressing the point of view of a banker, 


omits the importent fect that bankers sbsolutely con- 


trol the supply. Money always flows right beck into 


banks. It flows out only when benkers permit the flow. 


In trying to prove e very bad case bankers have pre- 


sented figures showing large discrepancies between 


requests for credit and the totel recorded "lines of 


credit." In this, benkers have been guilty of the 


most obvious kind of deception. The largest end 


richest corporetions have "lines of credit" greatly 


l. 





in excess of requirements. Most of them have, in 


recent yeers, financed working cepital requirements 





This hes been carefully checked by the dsily and 
weekly Dow Jones sverages of industrial and rail- 
road stock prices, with the Annelist wholesale 
commodity price index, and with the trend of bond 
prices in Berron's Weekly from 1929 to 1933. 
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with large cash balances that were originelly reised 

through stock or bond issues for thet purpose. They 

ere not compelled to Ber cee 2s sums for short per- 
dods. The benks are aware of this situstion «nd the 

publication of figures showing large unused "lines of 
credit" is deception. 

However, insofer as there wes a grain of 
truth in such stetements as the ebove, it should be 
pointed out thet en enti-defl stionery policy in 1935 
could not be as effective as 5 Similer policy in 1930. 
It is not possible to lift « hundred-pound weight with 
a ten-pound lever, Furthermore, the fact that there 
were lerge excess reserves was not as importent as the 
fact that the defletion hed been Stayed end an encoureg- 
ing emount of re-infletion accomplished. More timely 
action is essentiel if the ordinary meens of control 
are to prove effective. However, the finencial history 
of 1932 proves that even terdy ection is tremendously 
effective. In 1932 it wes necessary, not only to bring 
ebout a re-inflation in the verious merkets, but it was 
also necessary to stay the force of a deflationary 
movement which, up to that time, hed been geining mo- 
mentum. The open-market purchase of $1,100,000,000 
worth of securities in the Spring of that year was 
amazingly successful end, I believe, one of the most 
convincing proofs of the effectiveness of open-merket 


' control. 
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ba Money -- Supply end Demand 


a The price level is not, ss some text books 





imply, the result of the demend and supply reletion- 
ship of goods. It is rether the result of four fac- 
tors; namely, the demand for money, the supply of money, 
the demand for goods, and the supply of goods. Ina 
barter economy, the demand snd supply reletionship of 
goods does determine the value of esch particulesr kind 
of goods in terms of other kinds of goods, but in s 
money economy, or in e credit economy, one-half of 
every exchange is either money or some kind of a credit 
| instrument. If the wheat that is exchanged for dollers 

| increases in supply, the value of the wheet is affected. 
| Its value drops. The seme is true of the dollers. If 
the supply of the medie of exchenge increases, their 
velue decreases. 

Other things being equsel, the price level 
rises with en increase in the quantity or velocity of 
either money or credit. Of course, other things very 
seldom remain equal. If goods increase step by step 
with increases of money or credit, the price level re- 
mains the same. Inflation sets in with e too plentiful 
increase in the supply of money or credit. Conversely, 
‘deflation follows «a more than edequate restriction in 


the supply of either. There is no implication in the 
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"phate statement thet price levels are not influenced 
by non-monetery causes. They are so influenced. A 
fallsin price levels may be due to incressing indus- 
trial efficiency, end such ea decline may be edjusted 
bya. controlled increase in the quantity of the media 
of exchange. 

It is not an increase of money which alone 
causes infletion, but rather, e too plentiful supply. 
In practice, what constitutes » too plentiful supply 


is e tengled problem. The great sources ere the neat- 


ee a ee = 


ural supplies of gold and silver and the crested sup- 
piies, which are the obligations of bsenks end govern- 
ments. The total quantity of money mey include verious 
combinstions of metsl or certificates representative of 
. Metals, such as gold and silver certificetes. Also, eas 


a part of the total supply, there are government notes, 


| bank notes and bank deposits. 
} Metel Infletion 


The price level may be inflated by eny kind 
of known money or substitute for money. Gold and sil- 
ver have both caused inflation at verious times for 
countries thet were exclusively on one or both. [In 
the Union of South Africa early in 1920, the exporte- 


tion of gold was rigidly restricted. Since South 


er LD =~ 


Africa is e gold-producing country, the gold 
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accumulated end the value of gold covereigns in South 
itrtsn was less than in other countries. A lower value 
of gold means a higher price level. The higher price 
level in South Africa, due to the quantity of gold, 

was inflation -- gold infletion.? 

Silver has salso caused inflation on e number 
of occesions, notably efter the discovery of huge silver 
supplies in fmerica ebout 1500. The great quantities of 
silver that were found in the New World, were first 
taken to Spein, and Spsin first felt the infletionery 
effect. Prices began to rise immedietely. Between 1501 
end 1502 prices rose sbout 10%. From then on, prices 
rose continuously until 1601. Index numbers of commod- 
ity prices in Spsin covering the léth century show thet 
one priee ‘Level ‘fose fron en index -of SS in'.150r ‘tol44 
in ree.” Prices rose even more rapidly in Andelusis, 
where the imports of silver centered. It should be 
noted that during the century, the amount of infletion 
due to silver imports was sbout 450%. 

Monetery infletion through metals may also 
be ceused artificially. During the Renaissence the 
constant debasement of the coins caused e« gentle 
1. Kemmerer on Money, Edwin Walter Kemmerer, p. 2. 
2. American Tressure end The Price Revolution in 
Spain, E. J. Hamilton, Hervard Economic Studies, 


Vou. sulil, No. “45, *p. 405; cited in Gold and 
Prices, Warren and Peserson, p. 444, 








abioe nt oe reek bi ‘Sea To ourtaw aa b a , a 
gutsy towel &. . ee hidcvop asddo ab edd peeps = oy fee! 





Ae ae 
sotid tergitied® .fevek. nate aergtd. ‘A. Ste Oam plow. 20. Yas : 
bfoe to yt ttoarup Sheer oitbe: ce ok2 Th aduee at feved | pra a 


A cei 5a Steet biog <= wobtettabvesm 








TaCmuiy 8 0 sotis Pind beats o cela asst sev ile’ s ea | ‘= a 
rev ile ope 0 ytewooalh eid sett eiditon-. enoleadoo to. A. iM 
tem aeltisaeue Sao ty ent »00Ed: sirows SIE: mae aK 

dealt ectow (fEz08 welt aiid xtobewe® i ‘ ei 

prado ida ltt sais per’ seat cai tie pre ea “aie F 
fOelt mneorieG viseis. Lbsamt: eee ot Asses Boots) itoetie a r 7 

gentige .io seald sont ROL: -3hOGs enor seis tem aig Bi, oe _ 

-bomméo ‘ho awedowr xebat “f00r fran BuO a4 a “4 

sed wode Yuwtieo dsel ond an bveved, tage at esata a ‘e2 


Bi od £085: AE Sf to xebrt- is moat 920m. lenek Sart “ 










glaulabsh: mk. cheer: exon neve enot, eoolad %e roel 
od biuose 41 heretaes: wevite: ter etrogat: ‘ons somes ¢ | 

sotdat int ‘to Stossoma ees wustase etd. pata dasit sete - . Fs 

ee toda ew adacd eee er ‘ 


Le 






infletion during the whole two hundred yeers. Infls- 
tion may elso be csused srtificielly through devalus- 
tion. In this way the present edministretion reduced 
the gold content by ebout 40% end thereby increased 
the number of gold monetery units. This devaluation 
eppears to have caused some inflation. It mey be many 
‘ yeers before a reasonably accurate estimate can be mede 


of the extent of the infletion. 


Government Note Inflsetion 
Contrary to populsr opinion, infletion through 
government notes is reletively infrequent. The great 
inflation in Germeny wes not accomplished by this meens. 
There have been few such inflations in recent years’... The 
Continentel currency of Revolutionery Wer deys wes an 
exemple. An interesting sidelight on this historical 
example is the story thet Lord Howe brought over e boat- 
loed of counterfeit money end distributed it in the : 
Colonies in order to depreciate the currency. .Apperently, be 
inconvertible government notes ere not infletionary in : 
4 themselves. They do not depreciate rapidly unless they 


are issued in too plentiful quantity. In this they fol- 






low the seme lew that hard money follows. It is also 
true that if the country issuing them is threetened with : 


benkruptcy es a result of war reversals, there will be a 
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flight from such a currency which speeds its fall. 
This wes clearly brought out during the Civil Wer. 

The rise and fell of Northern and Southern currency 
coincided with the winning or losing of grest battles. 
After the Battle of Gettysburg, the Confederete cur- 
rency fell steadily. Later the bankrupt Confederacy 
could not redeem them. So far as the North is con- 
cerned, it is not exactly correct to refer to the 
Civil Wer inflation as en inflation of government 
notes. The Northern greenbacks were not issued in 
very greet quantities. The greet increase in the is- 
sues of notes were benk notes issued by the state 
benks. The combined volume, modified by the fortunes 
of wer helped to cause the price level to rise. It is 
interesting to note that, in spite of the lerge issues 
of state and federal notes, the price level did not 
rise so far during the Civil Wer es it did in 1920, 


when the United States was very securely on gold. 


se 


Benk Note Infletion 
Infletion through bank notes has been a 
somewhet more usual occurrence. The assignats issued 
in Frence during the French Revolution were bank notes. 
It seems that these elso were counterfeited on 2 vast 
scele. "It has been reliably chronicled that seven- | 


teen printing presses and 400 men were employed in- 
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Englend at that time to manufacture end cerry on the 


af 
is No currency, 


traffic in this counterfeit money. 
whether bank notes or se other kind of money, can 
retain its velue if it is issued by the bale. There 
is apparently nothing intrinsically infletionery in 
any kind of currency. The essignats were becked by 
lands of substantiel value -- lsnds that hed been 
confiscated by the government. However, it makes 
little difference what the security behind en issue 
of notes is. The important thing is the totesl quan- 
tity of currency issued. 

The English pound hes been se fiat bank 
note since 1931. The same is true of the bank notes 
of every country that followed England's lead in 1931, 
ell of the countries in the so-called "sterlingerea." 
The experience of every one of these countries proves 
that paper currencies sre not infletionery. The value 
of benk notes in the "sterlingereea" was meintsined by 
the simple method of limiting their quantity. There 
is e great temptation to issue a too plentiful supply 
of fiat notes such as these, wine 6) sey do heve e stim- 
uleting effect on business and politicians cen, in this 
way, avoid the unpleasantness of levying texes. During 


‘peace times, finencing by fiat currency works very well; 


1. Money Crestors, Gertrude M. Coogen, p. 122. 
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Guring war times it is usually politically impossible 


not to issue « too plentiful supply. 


Bank Deposit Inflation 

The word, "deposit," according to Webster, 
means the placing of something for safe-keeping. /l- 
though Webster did not include the idee of borrowing 
from a bank in the definition of the term, one of its 
most importent current meanings is just thet. Lf the 
customer of e bank leaves $10,000 in a bank for safe- 
keeping, the banker records a $10,000 deposit. If the 
customer mekes a loan of $10,000 at the same bank, the 
banker also calls that a deposit. How losns become 
deposits and how bankers! debts become our. principel 
currency, are somewhat of a mystery to the average ley- 
man. Beceuse banks create deposits by meking bookkeep- 
ing entries, they ere sometimes called "menufacturies 
of credit." The entry that is made to create se deposit 
is e debit.to "Loens and Discounts," and e credit to 
"Deposits." The liability essumed by the creation of 
this deposit circuletes in the form of checks. 

There is another simple way of creating de- 
posits. Whenever officials of the Federel Reserve 
System feel that there is need for credit inflation, 
securities ere purchesed in the open market, with 


checks drawn on nothing. In a single week checks may 
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purpose, thus creating lerge quentities of Federel 


Reserve benk credit. These checks ere drawn in fevor 
of those from whom the securities sre purchssed in the 
open merket. In the regulsr course of business they 
ere deposited in member benks. They ere then turned 
beck to the Federel Reserve benks, where they sare 
credited to the member benks. These credits may then 
be used by the member banks for the expsnsion of their 
own deposit liebilities. There is a story told sbout - 
en old lady who, when told that her seccount hed been . j 
overdrawn st the benk, sat down snd drew as check to 
replenish it. It is not so smusing when a centrel 
benk or e member bank does the seme thing. In fect, 
it is the ususl method of creating bankers! belances. 
The creation of ©» currency medium through 4 
the making of s loen, and cslling that loan s« deposit 
is a refinement of modern benking. It is regretteble 


that this prectice has no name of its own. It. has be- 










come legitimete. It is now considered respectable, 
elthough s somewhst similer type of banking in medievel 


Venice wes celled "embezzlement." 


Revaluation of Currency through 
Changes in Credit Volume 


Not only in this crestion and recording of 


fictitious loens dishonest seccounting, but it elso 
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takes the control of the totel volume of the medium 
of exchenge out of the hands of the government and 
transfers it to the banking system. Mr. R. G. Hawtry, 
Director of Financial Studies in the British Treasury, 
probebly the greatest living euthority on prices, seys: 
"Whoever hes control over credit does in fect determine 
the fluctuations of prices, end the megnitude end fre- 
quency of the alternetions of inflation and depression. "+ 
Creetion of demand deposits offsets every other monetery 
device. In the United States and Greet Britain, benk 
deposits have become the principal medium of exchenge. 
In the United States they eccount for over 90% of ell 
teeusactions.” Credit hes become so important that 
arbitrary changes in the totel volume heve the effect 
of revaluing the currency. Contraction of the volume 
of credit with s consequent decline in the price level 


increases the purchasing power of the doller. 


Flexibility on 3.5 Per Cent Gold Base 
Individusl bankers ere not culpeble. Most 
of them are unaware of the swindling involved in the 


creation send destruction of bank credit end the con- 


sequent effects on the price level. Many benkers and 


1. Currency and Credit, R. G. Hawtry, p. 106; quoted 
in Stable Money, Irving Fisher, p. 82. 


2. Managing the People's Money, Joseph Ernest Goodber, 
ae 
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even some peememi ace ergue that banks do not Ganges 
deposits. There are elsborste erguments to prove 
4 this. However, the fect still remains that totel 
demand deposits exceed by many times the total smount 
of Gash in the country. As eserly as June 30, 1925, 
the monetery stock of gold coin and bullion in the 
United States emounted to only $4,386,000,000; wherees, 
demand deposits, subject to check, were estimeted at 
27,189,000,000." While some argue thet technically 
the individuel bank acee not create deposits, everyone 
admits that mee system as a whole does creste such de- 
ccna end - ‘that is the important point. | 
The power to create substitutes for money on 
such s veS8t scale by both the Berar banks snd the 
member banks should certsinly be limited in the public 
aeerene The creation of loans which entail no secri- 
fice on the part of those who create them is very dif- | 
ferent from the meking of loans by those who part with 4 
| | their savings. Ordinarily, for eech doller of credit 4 
| _ereated, the bank’must heve a credit of only 10 cents 
on deposit at a Federal Reserve bank. Since only 25% 
of this ten-cent credit must be in gold, the banks are 


actually creating credit on e» gold base of 3.5%. A 





ifs Moneys tmenk Credit. ond Prices, Lionel D. Edie, p. 1. 
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large part of the reserves required for bsenk deposits 
is neither currency nor gold, but credit. "Building 
of bank credit on ¢ foundation of bank credit is the 

‘result of a deliberate plan of those who framed our 
Federal Reserve Act. The purpose was to create a 


banking system that was 'flexible.'™ the system 


proved to be remarkably flexible. If the banks could 
be trusted no specisl regulation would be necessery. 
LE éveatt had been honestly managed in the public in- 
terest, the extremely sensitive structure of deposit 
credit would have been the most effective instrument 
of ah £4 wweaene Governor Strong, former Governor 
of the Federel Reserve Bank of New York, succeeded in 
Stabilizing prices from 1921 to 1927 through credit 
control. At other times, however, when it suited the 
sinister purposes of Federesl Reserve euthorities, to 
reise or lower the price level, powerful weapons of 
restraint were thrown eside. The commodity inflation 
of 1919, end the period of stock market insanity in 
1926 end 1929, were both caused by benk credit expen- 
sion. The speculstive credit upon which these booms 

. grew wes fist credit, created st the discretion -- or 
indiscretion -- of the Federsl Reserve banks. It 
proved to be even more dengerous then a similar emount 


of fiet notes. 
EI ae a TE 


1. Menaging the People's Money, Joseph Ernest Goodber, 
pa US. 
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CHAPTER VIII 


STABILIZATION 


Flexible Equilibrium 

There is no such thing as stability either 
in the physical world or in the realm of the econo- 
mist. The most usuel cheracteristic of prices is 
fluctustion. The economic System may be likened to 
a great ship which sweys sround a point of equilibrium, 
but which never remsins constsnt for eny epprecieble 
Veweth of time. If the ship Sweys too far to one side, 
it founders. There are periods of comparative price 
stability or calm. The years from 1921 to 1927 were 
relatively free from price gyretions. The price level 
rose end fell, the degree of inflstion and deflstion 
being so slight as not to endenger the economic system. 
In discussions of this kind this is the grestest degree 
of stability thet can be atteined. It is obviously im- 
possible to eccomplish ebsolute fixity. Avoidance of 
the excessive swaying awey from equilibrium which took 
place on one side in 1920, and on the other in 1930- 
1952, is the objective of sll legitimate stebilization 


proposels. Stebilization, in this paper, .mésns stabil- 


Sy ie ity of value. Stabilization, in the sense of fixation 
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of the weight of gold in the monetery unit, is no 
Stabilization at all. It is, in fect... one. of. the 
greatest causes of instebility. Such so-celled 
"stebilization" under the treditionel gold standerd, 
with its periodic defletions to protect the gold base, 
is a enaua. It is responsible for the worst kind of 
instebility, the kind that csuses the economic boat 


to capsize. 


"Modernized Gold Standard," Warburg 
Jemes P, Warburg stands out emong backward- 

looking bankers for his sdvocecy of e form of gold 
standserd which is, if enything, more vicious then 
the traditionel gold stendard. .He refers to it as a 
"modernized gold standard." the eMaamers thet Werburg 
would make in this streemlined variety of be gold 
stendard ere few. Bullion, which would be exclusively 
in the possession of the benks of issue and central 
banks, would be obteineble for export only. In other 
words, the banks ere to be given = private monopoly of 
gold. To insure the effectiveness of this monopoly, Mr. 
Warburg proposes thet cover for note issues be reduced 

“25%, © change which would merely increase the sensi- 


tiveness of economic stability to gold menipuletion. 






There would obviously be a wider range of expansion end 





J. ‘The Money Muddle, Jemes P. Warburg, p. 237. 
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contraction et the discretion of the banks. Gold 
movements would have more serious consequences =- 


bigger end better creshes. 


: Infletionists, Kemmerer 

x No economist can argue for the traditional 

| peta stenderd without st times also advocating defla- 
tion; for periodic deflation is a necesssry pert of 
pana stendaerd prectice. Kemmerer, for instence, hes 
on verious occesions advocated deflation, and st other 
times he has strenuously opposed reflation. He apper- 
ently believes that an undue rise in prices must be 
corrected, but thet a comperably serious deviation 
from normal on the down side should not be corrected. 
Kemmerer admits the greet injustice of defletion, but 
holds that at times it "is ebsolutely necessary." 

One of the reesons that he geve for his advocacy of 
world-wide deflation in 1920 wes "the existing gold 
base was eltogether inadequate safely to support ... 
paper money end deposit currency."® The eoiertetien that 


‘ Kemmerer and others advocsted meant not only a fsll in 


, prices, but world-wide depression end politicel dis- 
; 
turbaences. No well-informed sdvocate of the traditional 


gold standard, like Kemmerer, has ever denied that 


—— Prices end Deflation, E. W. Kemmerer, p. 81. 
Quoted in The Story of Money, Normen Angell, p. 369. 


Ibid. 
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periodic defletion and depression is a necessary 
consequence of strict sdherence to the gold stendard. 
It cannot be repeated too frequently, nor brought to 
the public ettention too strongly, that these gentle- 
men mean occesional, artificially controlled, and 
rather severe business depressions, when they refer 
to their peculiar type of stabilization. No intel- 
ligent student of monetery science deres to deny that 
stabilization, in the very strenge sense of fixesetion 
of the price of gold, could not possibly be accom- 
plished without menipulstion of money and credit in 
such a wey as to periodicelly limit production by vast 


smounts. 


Stabilization or Refleation 

At the Imperiesl Economic Conference et Ottawa 
in 1952 there was surprising unanimity of opinion emong 
the delegates from various parts of the Empire in favor 
of both refletion and stebilization. These delegates 
were not merely economists. They were the He svonaiais 
representetives of the important netions of the British 
Empire. Mr. R. B. Bennett, Prime Minister of Canada, 
was Cheirmen of the conference and smong the delegates 
were a number of very distinguished men. Among them, 
end representing the United Kingdom, wes Mr. Neville 


Chamberlsin, Chancellor of the Exchequer. 
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There was no generel segreement et the 
Conference as to the method of atteining both refle- 
tion and stebilizetion. Mr. Chemberlain made it clear 
thet England did not intend to return to the gold 
standard in the neer future. He spoke in favor of 
"an ample supply of short-term credit et low rates" 
as ameens of raising commodity prices, snd seid that 
the government wes doing its utmost to prevent fluc- 
tustions in the value of sterling. It wes the chen- 
cellor's opinion, as well as that of the other delegates, 
that internationel action and rer ee were urgently 
necessery.+ | 

A stetement made et the conference BY Miro NH. C. 

Havenga, Minister of Finance of the Union of South 
Africa, is particulerly interesting because of the fect 

4 thet he was the representetive of the greatest gold- 

producing country in the world: 

"4... while the world hss reeched 4 

marvelous degree of perfection in its indus- 
trial processes, it hes not yet, in the 
sphere of the messurement of msterial values, 
emerged beyond the somewhat primitive stege 
of employing a messuring rod which expends 


end contrects under the influence of the com- 
modities which it messures."< 


Imperial Economic Conference 1922, Report of the 
Conference, Ottawa, pp. 30-32. 
Lbid., Pp. £45. 





Ge f 








oe an es 





ee 


Sa ae ae 








pa 
w 4 


~blog seotoo7a od te mes 


by 





=n 


LE ss 











190 





Not only wes there agreement at the Ottawa 
Conference on the two importent objectives of refle- 
tion and stebilization, but the resolutions of the 
Conteratide were indorsed © yeer leter in the "Imperiel 
Declaration" which was signed at the close of the 
London World Economic Conference.? 
At the London Economic Conference there were 
two essentially different viewpoints. The delegates 
from countries in the "gold block" end the "sterlingeria" 
wanted temporary stebilization of exchange retes, which 
was to be followed by refletion through internetionel 
agreement. On the other hend, the United Stetes, al- 
though our delegetes did not wsnt to under stend this, 
insisted on refletion first end on agreements in regerd 
to stsbilization of exchange rates later. Neville 
Chemberlsin insisted thet stabilization of exchenge 
rates should come first. .On: July 3, 1933, President 
Roosevelt sent a message to the conference. It wes 
amusingly undiplomatic, but there could be no possible 
mist eke as to its meaning. .It wes clesr, end hed e 
ring of finality, that every member of the conference 
understood without the apologetic explenetion of Mr. 
Warburg. It meant that we were not going to compromise 


on our reflation-stsbilization policy, that stability 


1. Stable Money, Irving Fisher, p. 313. 
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of domestic price levels was to come first. Comment- 
ing on the President's message, Keynes seid: "He is 
magnificently right in forcing ea decision between 
two widely divergent policies."? It wes Warburg's 
job to interpret the President's message to the other 
delegetions; yet, he described himself as "being com- 
pletely unable to do so” and resigned. 

In his letter of resignetion to Secretary 
Hull, Warburg said: "I think thet I see certain ideas 
forming in his (the President's) mind." The implica- 
tion wes that the President had not as yet e clearly 
defined policy.» A little later such a criticism might 
well have been directed at the President. However, in 
the summer of 1933, whether the President was right or 
wrong, his policy was definite end unmistekeble. If 
Roosevelt had been as wise in his choice of delegates 
es he was in the reflation-stebilization policy fol- 
lowed in the summer of 1933, the London Economic 
Conference would not have been e "fissco." Mr. 
Reginald McKenna pointed out that the one valueble 


result of the conference wes “monetsry clerificetion." 


1. New York Hereid Tribune, July 4, 1933; quoted in 
Stable Money, Irving Fisher, p. 358. 
2. ‘The Money Muddle, Jemes P. Werburg, p. 122. 
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Manipulation of Gold, Warren and Pesrson, Fisher 

# proposal which was widely discussed during 
the early days of the Roosevelt administration and one 
which had a great desl of influence upon the monetery 
policy of the sdministration is the “commodity dollar" 
theory of Dr. George F. Warren end his associate, 
Dr. Frank A. Peerson. This “commodity dollar" theory 
is one of a number of "Managed currency" theories which 
emphasize control through gold. Warren wanted the cur- 
rency managed in accordance with e price index by cheng- 
ing the gold content upwerds end downwerds. His verious 
books, particulerly the 1935 edition of Gold end Prices, 
contain e vast smount of statistical date and charts 
designed to prove that the price of commodities goes 
up send down’ with the price of gold. Not. only wes Werren 
prepsered to present formidable proof of his theories, 
but his plan also had the sdvantage of being s relatively 
simple one. According to Werren (and the President egreed 
with him) it was only necessary to reise the price of gold, 
end commodities would rise eccordingly. 

Meny economists, even among those who sedvocate 
a Menaged currency, doubt.that changes. in the price of 
gold would have the immedisete effect on prices thet 
Warren sincerely believed they would. Those who still 


advoceted the treditionel gold stenderd attacked the 
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Plan as a monstrous monetery policy. The public wes 
pretty thoroughly scered with talk of rubber dollers, 

end people who heve no idee of whet a monetery unit 

is were convinced that dissster would be the ineviteble 
consequence of the Werren gold policy. The opposition 
peeaent ed many inconsistent erguments, but the public 

did not know enough ebout it to reelize that the claims 
were inconsistent. One of the leaders in this persistent 
end vicious campeign of fear, Mr. James P. Werburg, told 


the President thet "if he would do what Werren suggested 





a agi) Bh domestic price of gold would not influence sny- 
thing except the position of the domestic gold miners "+ 

On September 20, a few months later, discussing the 

Warren plan, which had been pertially sdopted, the | 
seme Mr. Warburg told the public thet infletion could . 
not be forestelled a moment longer.” A plen which 


could not affect “enything but gold miners" wes now . 


ebout to cause drastic inflation. One need not be 








surprised st Mr. Werburg's inconsistency, or his wild 
end ineccurate forecasts. He sdmits that he is "not 
even a monetery economist."° Similar irretional exag- 


gerations were very common, and entirely uncslled for. 1% 


1. The Money Muddle, James P. Warburg, p. 138. 
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"commodity doller" plan was not edopted 
in the manner Werren wished. Revaluetion in s single 
drastic move to correct an intolereble situstion does 
not provide for the continuing stability thet Warren 
desired. However, the gold price of the doller was 
chenged end doubtless the change had san importsnt re- 
flationary effect. It did affect many things other 
then miners end it did not cause drastic inflation. 
In fact the plen of changing the price of gold wes 
later criticized on the grounds that it did not ceuse 
prices to rise as much as its advocates claimed that 
it would.  The.opposition criticized the plan; first, 
because it was inflationary end second, because it 


Wes not. 


Although the gold stenderd is e fairly recent 


institution in world history, there have been numerous 
changes in the weight of various monetory units. In 
1834, long before the United States went on the- gold 


stenderd, the weight of the gold dollser wes reduced. 









The price of gold wes reised from $19.39 an ounce to 
$20.69. In 1837, the price of en ounce of gold wes 
again changed to $20.67.7 Meny changes have been made 
in. the pound sterling. Originslly, it was a pound of 


silver. As Werren and Pearson point out, elthough 


1. Gold and Prices, Warren end Pearson, p. 292. 
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"the neme is still retained it is not = pound, not 
sterling, end not silver."1 at the present time it 

ie Bes pold, It is a fiat pound, end under very try- 
ing circumstances, is working better than eny metel 
pound every worked. There is hardly a gold currency 
in the world the weight of which hes not been changed 
repeatedly. Chaos hes not followed such changes. 

In fact more orderly business snd Stability heve been 
the rule efter Peeaabion. France avoided the depres- 
Sion_of 1920 by sllowing the france to find its own 
level. It wes later revalued and the new frene con- 
‘tained about one-fifth the smount of gold that the old 
frene contained. France thus evoided a greet deel of 
deflation and business depression. 

The Warren plen was similer in essence to 
thet of Irving Fisher's femous "compensseted doller" 
proposal which was advanced in roti. Originelly, the 
plan involved the sbolition of gold coins end the con- 
version of gold certificsetes into "gold bullion doller 
certificates" which the holder could exchange for gold 
bullion. The weight of gold obtainable would be the 
amount “officially declared to constitute e doller on 
that date." Instead of "free coinage" and "free 


melting" et « fixed price, the government would buy 
eee ee as EO be polot: ned” py 
1. Gold end Prices, Werren and Pesrson,. ps 292. 


oe Stabilizing the Dollar, Irving Fisher, p. 104. 
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or sell gold bullion et prices that would very with 
fluctuations of an sccepted price index consisting 
oftia representative assortment of commodities. The 
weight of the dollar would be sdjusted st stated 
intervels es the index devieted from es previously 
Beata ae level. A small "brassage" fee would be 
imposed to prevent gold speculstion. 

Meany writers seem unaware that Fisher's 
shine ati changed as to the most desireble mesns of 
accomplishing stsbilization. While he is still sub- 
Se aaa in sgreement with the Werren avs ‘his 
present personal views include, not only sd tenicmane s 
in the gold content of the doller ("es few end slight. 
as possible"), but slso a number of devices designed 
to control credit volume. He recognizes the great 
importence of the totsl volume of checking deposits 
and would require thet these be becked by 100% re- 
serves. This requirement would effectively prevent 
the banks from creating and destroying the circuleting 
medium. He would also rely upon the usual methods of 
open-merket operations end control of the rediscount 
rates. Government debts would be reduced and non- 
interest-bearing government notes would be substituted 


for interest-bearing bonds up to the point needed to 
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_Maintsin a stable price level. Fisher is not partial 
to the inclusion of silver in the monetary system, but 
would make eny compromise that is politicelly feasible 


| with those who want to retain silver.t+ 


Inconvertibility, Keynes 

In 1925, a few years before England end other 
countries returned to the gold stendard, John Meynerd 
Keynes outlined an eleborate program of monetesry re- 
form. Keynes is credited with having coined the phrase 
"managed currency." His views on the subject have 
doubtless hed a profound influence upon the monetery 
policies of governments since Englend wes forced off 
the gold stendard in 1931. Business revival in vari- 
ous countries began with the adoption of some of Keynes! 
proposals. It is Keynes! belief thet "the outstending 
feults of the economic society in which we live sre its 
feilure to provide for full employment end its erbitrary 
and inequitable distribution of wealth end incomes." 


His monetary proposels ere designed to help correct 











these faults through stebilization of the internel price 
Levels 

Keynes hes been a convincing edvocete of an 
inconvertible currency for a number of yesers. He pro- 


poses the complete seperetion of gold from domestic 





1. Stable Money, Irving Fisher, Pp. 396-397. 


@. The General Theory of Employment, Interest, and 
emt WA yA Money, John Maynard Keynes, p. S72. 
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- eutrency. The use of gold as en exchenge medium 
would be limited to the settlement of international 
balances. Since it would not be employed in circula- 
tion, nor as reserves for note issues and credit, its 
msin function would be as s store of value to we held 
"es a war-chest agsinst emergencies." The suthorities 
should correct temporary changes in the foreign ex- 
change rates resulting from adverse balances of inter- 
national payments by purchsesing foreign exchange with 
gold. ©The more permanent changes in’ exchange rates 
would be adjusted by reguleting the price of gold. 
One of the objectives of the Keynes plan would be to 
retain the stabilizing advantege of gold in foreign 
exchenge and at the ssme time to avoid domestic price 
disturbances that are caused by great changes in the 
value of gold itself. 
Internal price stability is to be ettsined 
mainly through control of credit by the central banks. 


The banks would be required: to make use of open-market 










operetions and changes in the discount rate to so con- 
trol the volume of credit as to bring ebout » reletively 


stable price level. Government notes or benk notes 





would be of secondary importsence end would be issued 
merely for convenience and to supply the banks with 


reserves to support their deposit liebilities at « level 
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"whieh. would be edequate to msintain the desired price 
P level. Although actusl price movements would be the 
most importent guide, Keynes feels thet “it is not 
the pest rise but the future rise that hes to be 
counteracted." Therefore the monetary authorities 
should be guided by e number of other fectors such es 
"the state of employment, the volume of production, 
the effective demend for credit .... the rate of in- 
| terest on investments of various types, the volume of 
new issues, the flow of cash into circulation, the 
statistics of foreign trade and the level of the ex- 
changes. "+ 
For an official price index, Keynes proposed 
that the suthorities edopt a "composite commodity ess 
their stenderd of value." The proposel of such an 
? tes makes the idea appear, on the surface, like 
| Fisher's "commodity dollar" plan. It is, however, 
very different. Under the Keynes plen, both note 
issues end credit are completely divorced from.gold. 
Porttomosa. changing the gold content of the monetery 
unit as fluctuetions in the purchasing power of the 
dollar occur, as Fisher proposed, is very different 
from changing the price of gold because of disturb- 
ences in the price of foreign exchange. In Keynes! 


Plan, credit is controlled without regerd to gold 
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3 reserves; while abies Fisher's original plen, the 
banks would be required to maintain gold reserves 
just es they do et present. In the first case, sta- 
bilization is eccomplished through the discretionary 
control of credit by the banks; in the latter,-a 
stsble price level depends pertly upon mendatory 


changes in the mint price of gold. 


Consumers! Credit, Foster and Catchings 

There is esnother group of monetary reform- 
ers, ineluding Messrs. Foster end Catchings, dJ.! A. 
Hobson, and others, who sdvocate the ereetion of 
"consumers! credits" of verious kinds. The besic 
ides underlying these proposels is that purchasing 
power in the hands of consumers is not edequate to 
buy Eas total productive output. The shortege of 
purchasing power is attributed to the fact that in- 
dustry withholds money from consumers, or that con- 
sumers themselves save too large a part of their 
eernings. These writers hold that production anid 
consumption should be kept in proper balance by an 
even flow of money "from producer to consumer end 
from consumer to producer." Meny such proposals in- 
clude something in the nature of s bonus for every- 
body. These economists heve made a very resl contri- 


bution to the stable money movement end their views 





1. Monetery Reform, John Maynard Keynes, pp. 203-204. 
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‘have been accepted, in part, by economists who belong 


to other schools of thought. There is much truth in 
Foster end Catchings! basic theory. The peaks end 
valleys of the nacinieue cycle could be considerebly 
smoothed if there were "sufficient control over fluc- 
tuations in the smount of money available for use in 
consumption."+ 

A criticism of Foster end Catchings! theory 
of the "circuit flow of money," which in no way de- 
tracts from the velue of the concept, is directed at 
the idea that sevings cennot be effected without dimin- 
ishing the aggregate sum of money which flows to pro- 
ducers. Goodbsar observes that the flaw in this reeson- 
ing is the essumption that "productive activity is con- 
fined to producing consumption goods." Savings are 


not usually hoarded, but are rather used very quickly 


to produce more dureble goods. Savings sre thus quickly 


returned to the productive process. 

Keynes, who has e good word to say for these 
"over-saving or under-consumption" theories, neverthe- 
less concludes thet "it is e lerge volume of saving 


which does not lesd to e correspondingly large volume 


of investment (not one which does) which is the root 


Money, foster and Catchings, p. 3él. 


Menaging the People's Money, Joseph Ernest Goodbar, 
e Sr 
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of the trouble."+ The ergument upon which Keynes 
bases this conclusion is a little involved, but 
logical. Simply stated, in terms femilier to 
Americans, it means that earnings ere divided into 
two parts, current consumption and sevings, and 

thet the savings of the individusl consumer may or 
may not be invested by a borrowing entrepreneur. 

If savings are invested in producers! goods, the 
investment is, in a sense, consumption -- productive 
consumption. If savings ere not invested, current 
consumption plus productive consumption do not equal 
earnings. Falling prices and curtailed production 


inevitebly result.” 


"Gentle Defletion," G. D. H. Cole 

There are a number of stabilizstion prob- 
lems created by the trend of decressing costs in in- 
dustry. Any change which increases the efficiency of 
the fectors of production tends to lower the prices 
of the particular erticles as well as the BOSS 
level of prices. In recent years there have been 
greet technologicsl improvements and the speed with 
which improved methods have been introduced is accel- 


erating. Such changes ere taking place continually 


1. A Treatise on Money, John Maynerd Keynes, Vol.I, 
nye ree Se a 


fie Tbid., > pp. 171-184. 
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and rapidly. There is, therefore, e constant pres- 
Sure,en'prigessisif the unit) cost: of producing en 
article falls, the producer cen neturelly sell the 
article at a correspondingly lower price end still 
meke a profit. If the old price is retained the 
producer's profit is increased by the smount of the 
reduction in unit costs. If the total amount of 
money end credit remains constant, prices fall, and 
the consumer will, theoretically at least, get the 
benefit of the improvement. On the other hand, if 
the monetsry authorities incresse the totel volume 

of money and credit enough to offset the effect of 
the technological improvements, prices will not fall 
and the producer will get the advantage of the higher 
price. What the monetery authorities should do sbout 
this tendency toward felling prices is an importent 
practical question, and there is a wide renge of 
opinion ebout it among monetery economists, smong 
whom there are deflationists, gentle deflationists, 
stabilizationists, and gentle inflationists. 

| During the yeers preceding 1929 there were 
| unususlly great technological advances in industry. 

| Who profited by the increased efficiency? Fraser, 
who is a gold standard defletionist, says that "the 
consumer wes deprived of the sdvantage of lower prices 
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through the inflation's keeping up to the level of 
prices." However, his conclusion does not seem to 

be consistent with the facts. Between 1925 and 1929 
prices of commodities fell. During the seme yeers 
money wages rose.“ Therefore, real wages must heve 
risen. The edventages of increased efficiency were 
passed on to the consumer in the form of a higher 
SeanGderd Of living. Gs. D..jH. Cole, who -is not so 

much in sympethy with the drestic defletionists, and 
might more accuretely be described as a “gentle defla- 
tionist." believes that the best policy is "to sllow 
price levels to fall" slightly, to pertly offset in-- 
creasing efficiency in any of the factors of production. 
He would, at the same time follow oe» deliberate policy 
of raising wages end taxes. One would be disinclined 
to quarrel with the combination of lower prices, higher 
Weges and higher texes. In fact, it seems e little 
Utopian. However, any deflation, even “gentle defle- 
tion" over e prolonged period, trensfers en unfairly | 
large proportion of the country's wealth to those 
having fixed incomes and to the creditor class, many 

of whom ere non-producers. Another serious disadvantage 
of Cole's plen is that there would be little incentive 
to improve either the product or the method of produc- 


tion, if the profit were to be lost in lower prices 





1. Great Britain and the Gold Standerd, H. F. Fraser 
INE See a eee 
_  & Gold end Prices, Werren end Pearson, pp. 525-326. 
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* ana higher wages. <A third difficulty with the plan 
favehe fect thet when prices ere falling buyers hold 
back from meking purcheses, se fact which sccounts for 
the depressed conditions that alweys eccompeny felling 


prices: 


Gentle Infletion, Robertson 
The history of price fluctuations shows be- 

yond dispute that periods of gently rising prices have 
been periods of prosperity and usually periods of in- 
dustriel pesce and good will. On the other hend, 
periods of falling prices seem to induce depression 
end industriel strife. Even mild deflation dempens 
“the enthusiasm of business men. What the business 
man thinks determines the course of business to » 
very grest extent. Prospects of profit motivate ex- 
pansion. Taking this fect into consideration, Mr. D.H. 
Robertson holds that we should creste « spirit of opti- 
mism emong business men by mildly raising prices, a 

‘ sort of "gentle inflation." Robertson's reason for 

h advoceting occasional or "gentle" inflation is not so 

simple as the above stetement suggests. He argues 

that during periods of firBevtion the capital equip- 


ment of the community is incressed because wages lag 





behind prices, a condition which results in induced 
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seving by the community es » whole. Of course the 
Savings go into the pockets of the entrepreneur class, 
a circumstance which does increese the permanent wealth 
of the community. During periods of defletion the re- 
verse is the case. As Keynes points out, “higher real 
Wages .... are enjoyed during s slump acce ab, the ex- 
pense of normal capitel eeaumtievions 2i- Keynes is 
mildly sympathetic with Robertson's view. He concedes 
that there is need at times for "rsepid transition" (for 
exemple, in war time) when forced saving and more repid 
capitel accumulation ere justifieble. Inflation of eny 
kind involves the transfer of weslth from one class to 
another. If the wealth so transferred were recovered 
by the community in the form of taxes such » "gentle" 
inflation would involve no injustice and needless de- 


pressions would be avoided. 


100% System, Fisher 


There is en ultra-conservetive proposal 
thet is being sponsored by © number of economists, : 
and which is rapidly gaining friends even emong 
bankers, who ere usually a little slow to recognize 


the virtue in proposed changes. The plsn is to revert 


to the very eerly deposit banking practice of requiring 


1. A Treatise on Money, John Maynard Keynes, p. 293. 
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100% reserves. f& Currency Commission would furnish the 
essh in exchange for part of the essets of the commer- 
cial banks, which assets would either be sold to the 

Currency Commission or deposited’ as security. “In ee 
tice, the plan would be somewhat Simikar to the pur- 
chesing of securities in the oper market by the Federal 
Réserve banks or probably not unlike the rediscounting 
of commercial peper. In any case, the commercisl banks 
would be required to keep permanently cash reserves of 
100% against demand deposits. This requirement would 
virtually convert the banks into warehouses for cesh. 
The commercisl banks would cease to be "private mints," 

. but they would continue to cerry on a checking business. 

Checks would be drawn egeinst ectual cash deposits. If 
a benk hed demand deposits of $1,000,000 on the books 
it would have to have $1,000,000 of cash on hand. 

The principle of 100% reserves hss been esp- 
plied to the gold notes of the United States and beaks 


tieslly applied to the notes of the Benk of England. 


‘ _ There is no honest reésson why the same rule should not 


* 
x. 
‘, 


apply to deposit credit issued by commercial banks. 
The *praetice of “lending the seme money five or ten 
times over, ss our commercial banks sre doing; ts net 


conservative, sas some suppose. It is the old system 





of the goldsmiths, who begen lending money that had 
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been entrusted to them for ssfe-keeping. Credit that 

is not backed by 100% reserves is fiat credit. The 
erestion of a given emount of credit has an inflationary 
effect which is equal to that caused by a compsrable 
quantity of "wild cat" notes. The right to issue cur- 
reney is a prerogative of government and the banks have 
aeniied this right. Commercial banks should be in the 
business of lending money and the "minting" of credit 

is not an integrsel part of the loan function. 

The simplicity of the 100% system, its funds- 
mentel soundness, and the esse with which it could be 
introduced commend it above a number of less conserve- 
tive plans that have been proposed. Currently the banks 
ies complaining because they are virtually forced to buy 
government obligations. _The interest-beering debt of 
the United States on August 10, 1938, wes 426,777, 223,101 
of which about one-third is owed to the banks of the coun- 
try. If a Currency Commission were to relieve the banks 
of these government debts, giving in exchenge government 


notes, or Currency Commission notes, the banks would 


then have sufficient reserves to go immediately on a 
100% reserve besis. 
It ought to be clear thet the banks, the pub- 


lic, and the government would all benefit by this trensfer 


1. The Annelist, August 10, 1938. 
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ar en cnet securities and a reversion to sound 
deposit benking. In the first plece, government 
obligations do not yield a very high return, and 
the banks would be in a position to deal in more 
j profitable investments. The revenue from the secur- 
ities which the banks would forego would be more then 
compenseted for by service charges and the degree of 
sefety that the whole banking system would enjoy. 
That ‘the public would benefit by such e reversion to 
ow ae ae deposit banking goes without say- 
ing. Kums on banks and bank failures would prectically 
end. Banking end the monetery system would be simpli- 
Fted.  Infilstion, resulting from the crestion of bank 
deposits out of nothing would cesse, and the monetary 
ee. authority (the Currency Gane ten) could, in sue a 
| system, manage the volume of currency in such ea wey 
as to prevent deflstion and consequent business depres- 
sions... 
Between 1929 end 1932 the Federel Reserve 
“4 benks induced the banks of the country to destroy about 
. #9,000,000,000 of credit that had previously been cre- 
ated by the System. Studies made in recent yeers. of 


ai: the ratio of the circulating medium to national income 





show that there must be a ratio of esbout one dollar to 
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Pouticaery three digas of production.! Economists 
pENreveny arr that there cen be "bottlenecks" in the 
form of shortages of e particuler kind of materiel 
which limits the volume of production. This may slso 
sree of a shortege of trensportetion. tt. is nop 
so widely realized, however, that there sre finencisl 
mhottlencoks” as well. A-shortsge of money limits 
capacity end in « rsether definite retio. It tekes 
ebout one doller of credit to support three dollars 
of ed wig production. If e« doller of credit is des- 
troyed, yearly production is limited by ebout three 
dollers. According to Robert H. Hemphill, former 
Credit Manager of the Federal Reserve Bank of 
Atlante, total circulation in 1929, including cssh 
end credit, amounted to $27,000,000,000. WNationel 
income in thet yeer rose to $81,000,000,000, or three 
, times the smount of the total circulation. By 1932 
totel circulation had shrunk to $16,000,000,000 and 
metional income to $46,000,000,000. The ratio of the 


. circulating medium to total netional production wes 


rr 








still the same: three to one. Hemphill finds that 
this proportion of circulation to production persists 


"with remarkable constency, under widely varying 


ne 


conditions. It is obvious that the destruction of 





ae 100% Money, Irving Fisher, Foreword by Robert H. 
Hemphill, ps. XX. 
Ibid. 
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country creeted an artificial monetery "bottleneck" 


and reduced netional income by $27,000,000,000. 


The Retirement of Government Bonds for Notes 

#@ government bond that is issued in exchange 
for the sevings of the people is not infletionary, but 
when bonds are issued in ies for the created 
credit, of the Federsel Reserve benks, as has been done 
in recent years, such financing is inflationary. An 
issue of bonds in exchenge for anything but sevings 
is just es infletionary es an issue of legsl tender 
notes. Furthermore, this type of government finenc- 
ing is more than ea little ridiculous. A” bond is an 
interest-bearing liability, while a government note 


or e bank credit is s non-interest-beering liability. 


The bonds of the United States hsve behind them the 


taxing power of the government and all of the prop- 
erty end income of the nation. The same is true of 
government legal tender notes. The government ex- 

chenges its interest-besring liebilities, backed by 
the best credit in the world, for the non-interest- 
beering liebilities of the banks. The procedure is 
every bit as infletionery as though the government 


issued its legal tender notes in the first place. 
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, Billions of dollars' worth of government obligstions 
have been Purana ed by the Federal Reserve benks with 
ehecks drawn on credits which hed been created out of 
nothing for the purpose of making loans to the govern- 
ment. There is no legitimate resson why such bonds 
should not be retired immediately. Such retirement 
eonta clear the way for monetary control which would 
prevent inflation and place the government in a posi- 
tion to insist upon sound banking. There has been a 
grest deal of mythology written about the evils of 
government legal tender. Well-informed monetary 
economists know that if the carefully sponsored 
prejudice against government notes could be counter- 
acted, much progress toward stabilization could be 
accomplished through the retirement of the govern- 


ment debt. 


| Stabilization, en Accomplished Fact 


The question as to whether or not the price 









level can be controlled is no longer e matter of theory. 
Monetary ae in verious perts of the world heave 
ectuelly accomplished their verious objectives in the 
matter of practically pegging the generel level of 
prices within predetermined ranges«. Yet Mrs Keynes! 


“orectical bankers," with their reasonable doubts and 
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"carefully fostered" monetary mysteries, ere des- 
perately Coder ari ae and minimizing the facts. They 
Say that the Swedish stabilization of the price level 
Wes a mere accident. They would have us believe that 
the experiment in Australia is Socislism. They over- 
look the fact that while Governor Strong lived the 
Federel Reserve Board prevented extreme infletion 

and deflation for seven years. Little or nothing is 
Said about the fact that in 1932, during the last year 
of President Hoover's sdministration, extraordinery 
things happened to the price level as a result of an 
active policy of re-inflation. Brababiy; the guard- 
isns of esoteric monetery mysteries could tell us who 


controlled the deflation of 1929-1932. 


Stabilization in Sweden 

The price level does not change in any math- 
ematical ratio in response to control, but the history 
of money and prices of the past fifteen years proves 
beyond dispute that price levels do respond to control 
as planned. At times stabilization through monetery 
control has been atteined under extraordinary diffi- 
culties. For exemple, stabilizsetion was eccomplished 
in Sweden in spite of the Kreuger collapse which oc- 
curred six months after control was attempted. Fur- 


thermore, during the early period of Swedish 
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stebilization, world prices were declining with 
unusual momentum. This eedoupifatnent is en ex- 
cellent example of stabilization at a predetermined 
price level. As Professor Fisher seys, "The three 
results are precisely what Sweden set out to eccom- 
plish; namely, halting deflation, preventing infle- 
tion, and stabilizing the Krona at home at the level 


Of September 1931." 


In this remarkable experiment 
Sasa Reb tak keys the -eosbear AEGiAe Pde witntA 
1.7% of its predetermined norm, a fact which supports 
Professor FPsitarts bélief, “that it is possible to 
move price levels about st will." That Sweden did 
control the consumption price level. as she set out 

to do, a fact formerly declared impossible, may be 
seen from the following table: 


| 


— TABLE VII 


VARIOUS COMMODITY PRICE INDEXES OF SWEDEN 
tley, Peon bo Mey 1964)" 


May Mey Rise 


1932 1934 
Ali Goods O9 S 
Exported Goods 109 119 1O 
Imported Goods 93 95 g 
Domestic Goods poe TA! 116 6 


The Economics of Inflation, Willis and Chapman, 
Supplementery Essay, Price Reflation by Erik T.H. 
Kjellstrom, p. 428. 


Stable Money, Irving Fisher, p. 40d. 
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There is great reluctance on the pert of 
many monetery economists to concede the remerkable 
benefits that ere sccruing to Sweden from the stebil- 
Eanes policy adopted in 1931. In fact, some deny 
fletly thet Sweden hes stabilized. It is ergued that 
the apperent stebility is en accident resulting from 
the fact that one group of commodities happened to gO 
up just enough to offset another group which happened 
to go down. It is true thet Swedish monetery.experts 
were not e little troubled by their early inebility 
to reise the wholesale price leve] at the same time 
thet they were stebilizing the consumption index. 
However, subsequent changes in the trends of their. 
various price indexes, as computed by Kommerskollegiom, 
seem,-to indicate a somewhat greeter degree of success. 
If refletion wes the purpose of Sweden's monetery ection, 
her policy was unsuccessful. However, reflation wes not 
the primary purpose of Sweden's policy. The following 
quotation shows that the objective in 1931 wes stabil- 
ity. | 

"Meinly perheps to reassure the public 
of its intention to prevent inflation, the 
Riksbenk, upon abandoning gold, announced 
(with the egreement of the Swedish govern- 
ment) that it intended at least to maintsin 
the purchesing power of the Krone in the 


hands of the consumers. Thus, for the first 
time in-history, e country, announced that 
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its policy woyld be that of stebilizing 
. the currency, not with regerd to gold 

J or with regard to foreign exchange, but 
with regerd to the internel purchesing 
power of its money." 


= * a 3 
Sweden is still committed to 2 policy of 


stebilization of the domestic price level ss dis- 
' tinguished from stabilizetion of exchenge. If the 
| 1931 policy wes not a success, why did not Sweden 
ebendon it? This policy wes spproved by the 
Riksbenk, the Minister of Finance, and the leseding 
monetary economists of Sweden. Furthermore, it is 
noteworthy that the Swedish policies of 1922 snd 
1933 have been merely modifications of the policy 
of the preceding year, which was not reflsetion, but 
stebilization. 

At various itis a Caweiné the past seven 


yeers observers of conditions in Sweden hseve reported 


; 


extreordinary business improvement there. The country 









has not only emerged from the slump, but hes recovered 

to such an extent that the situation is being compsred ~ 

to the prosperity of pre-depression deys. Meny of the 

export industries hsve more orders than they cen fill. 
Since 1933 there hes been en unmis- 


takable expension which hés cerried the 
level of economic ectivity beyond thet 

















of the prosperous yeer 1929. The abso- 
lute total of unemployment registered 
by the Unemployment Institute diminished 
from a meximum of 189,000 at the beginning 
of 199% to 50,000 in the third querter of 
1935. 

More recent reports of conditions in 
Sweden show that prosperity hes been sustsined. 
Conditions have been so good there that Sweden's 
index of industrial production was recently reported — 
et 160 ss compered with en index of 100 in 1928.” 
Professor Fisher cells ettention to the 


remarkable stability of the cost of living index, 


which he says the Riksbenk undertook to stebilize. 


"Starting with 100 in September, 1931, 
it never rose higher than 101.7, and never 
fell below 98.4, for thirty-five months; 
thet is, up to August, 1934. In other words, 
it ranged from 1.7% above, to 1.6% below the 
“ehosen per; and usually the deviation from 
par was less than 1%. 


The decline which occurred in the Swedish 
wholebale commodity price index before April 1935 
is not to be compered with the severe deflstions 
that took place in other countries during those 


months. Countries that were not following a stabili- 


zation policy et that time were victims of a directed 


1. Monetary Policy and Crises, Brinley Thomes, pp.220- 
Zan. 


Editorial by D. W. Ellsworth, The Annalist, July l, 
Met. ss 


Stable Money, Irving Fisher, p. 324. 
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lation, as purpose of which, sccording to 
Professor Soday , wes to reduce the workingmen 


to he subsistence level. ~ 


ene 
Stsebilizetion in Australie 


The current stebility of Australian prices 
is further proof of what cen be done by planned con- 
trol. The Commonweelth Benk of Australie undertook 
to stebilize the domestic purchssing power of the 
fustrelien pound at a level which wes predetermined, 
but, unlike the Swedish experiment, the level decided 
upon Wes higher level. In other words, the Austrselians 
refleted first and stabilized afterward. fustralie, like 
Sweden, is leading the world out of the depression -- 


leading the world by pointing the way. 


Femilier Devices 

If the risk of trusting too much to private 
benkers were not so great and if the instruments of 
stebilization had not been used so recently to demor- 
alize Americen Snoktrndend finance, stabilization 
could be eccomplished without scrapping the present 
system. ‘The Federel Reserve System has s number of 


very efficient devices which have at times been used 


1. The Role of Money, Frederick Soddy, p. 197 
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Oa to smooth out the peaks end valleys of 
price eee ee Most of these devices have a direct 
opr an itndireet ‘effect on the volume of credit. If 
these devices sre properly used, it would not be 
necessery to temper with gold or with paper money. 
Devices such es “open market" operations, changes of 
the rediscount rate, raising or lowering of the re- 
serve ratios, and "moral suasion" are expedients that 
would probably be used in any practical plan that can 
be devised. But it is necessary that these devices be 
used to stabilize the price level rether than to un- 


neGELe 16. 


Rediscount Kates 

The most importent of the devices ordinerily 
used is the rediscount rete, which the centrel banks 
raise to prevent prices from rising excessively, end 
lower to encourege borrowing and to rsise prices when 
there is a tendency for them to decline. An edvance 
in the rate restricts borrowing, as it is not so 
profitable to borrow st high rates. The eee of 
profit is reduced. On the other hand, borrowing is 
stimulated by low retes. 

During periods of extreme boom or drastic 

limp. Gemand for. loans is inelastic. If 'a real 


psychology of boom exists, raising the rate & point 
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two causes little, if eny, curtailment of demand 


peor Joens. In 1920, the discount rate was raised to 


7%. ~On the other hand, the inelesticity of demand 
for loans is even more baffling during a drastic 
slump. During a depression the demand for loans by 


the public seems to be displaced by an unfilled de- 


mand for borrowers on the pert of the banks. It is 


euneer table that interest rstes could be dropped to 

a negative point or below zero, as Silvio Gesell sug- 
gests, but such schemes are as yet considered imprac- 
ticel.+ Chenges in the rete are still limited as they 
epproech zero. Low rates alone sre not as effective 

a stimulant to borrowing ss high rates are in curbing 
a boom. ‘The efficiency of changes in discount rates 
in either direction depends on borrowers, and while 
borrowers may be discouraged by excessively high rates, 
it is not so easy to induce them to borrow under de- 


pressed conditions even if money rates ere low. 
| 


Open Market Operations 

It issusually necessary, particularly dur- 
ing a period of depression, to supplement the changes 
in rates by other devices such as open-merket opere- 
tions. The banks merely buy or sell in the merkets, 


just as other buyers or speculators do. Theoretically, 


1. The Role of Money, Frederick Soddy, p. 175. 
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it makes little difference whet is bought or sold; 

notes, bonds, stocks, or commodities. However, in 

practice, such purchases and sales ere of government 

or very high grade securities. The purchase of secur- 

ities in the open market hes the effect of incressing 

the quantity of money or credit in the member banks. 

. In the United States purchases are meade by checks drawn 
on the Federal Reserve banks end these checks represent 
Federsl Reserve Bank Credit. These operations, there- 

7 fore, have the effect of incressing the credit of mem- 
ber banks with the Federal Reserve benks. It can be 
seen that open merket operstions are a somewhat more” 
direct means of control. The Federel Reserve banks can 
teke the initietive and control the volume of reserve 
credit directly. Open market purchases or seles con- 
stitute se powerful sid in meking effective changes in 


the discount rates. 


The putomatic and Progressive Control 
of Credit -- Snyder 
Cerl Snyder, head of the Statistical Department 


of the New York Federal Reserve Benk, mede a suggestion 


which would end some of the discretionary pheses of open 







market control. He planned to meke changes in the dis- 


count rate and open merket operations a matter of law. 
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chenge, sutomatically. st the same time purchases 
or Seles would be made in the open market. Changes 
in both the discount rate and in the holdings of 
Ey ae could be mede at a progressively increas- 
ing rate es the price level deviated from e previously 
determined norm. One of the principel criticisms of 
the Federal Reserve Board has been that ection in re- 
gard to credit control wes not timely. ‘If Snyder's 
plen were adopted there would be no need of lengthy 
conferences to decide upon a policy, end business men 
would know under whet circumstances a change in Federel 
Reserve bank control wes to teke place. 

The plan might be even more sensitive than 
Snyder would have it. Price-level changes ere meesured 
in tenths of one per cent. If the price level dropped 


one-tenth of one per cent from the normal level, the 


benks might begin deily buying of en insignificant amount, 


say $10,000 worth of government securities. A~s the price 
Level continued to fall, if it did, the volume of pur- 
cheses would increase progressively, with each one-tenth 


of one per cent. ‘There would then be no sudden and unex- 


pected change of open-merket policy. Every day a pur- 


chsse or sale would be made the smount of which would 
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‘depend upon the devistion from normel. Under the 


preadat ays ten: the sudden sweeping changes, the 
"putting on of the brakes," is more likely to ceuse 
crises than to prevent them. Carl Snyder's sugges- 
tion is worthy of much consideration, not only be- 
cause of his authoritative position, but elso beceuse 
it would accomplish what many conflicting plans aim 
to accomplish. It would take the important function 
of control of the general credit situation out of the 
hends of politicians and would relieve financiers of 
the need of taking e position which is contrery to 
the trend of populser sentiment. There is no reason 
why the brakes should not be put on at an incipient 
stage of e boom. 

The banks ere expected to "lesd the merket." 
They have certainly failed to do so. They have been 
unwilling~to do the unpopular thing st crucisl times 
and they have come under the influence of powerful 
finenciers -- special interests -- who, for private 
reasons, objected to chenges. The greatest indictment 
against the Federel Reserve banks is their fsilure to 
lead the merkets out of the very serious slump between 
1929 and 1932. Action was postponed until Mey 1932 


end then ebandoned e= few months later. The public 
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Gime el vey sionpected the banks to do more than merely 
stop a eHisia or moderate it. The banks can and should 
prevent booms from dave Topi na: Automatic and progres- 
| . sively higher discount rates combined with progressive 
| Artem as government securities would end the boom phase 
= of the business cycle; lower rates snd purcheses of 
securities would prevent the depressions. 
During the.spring and summer of 1932, open 
merket purchases of $1,100,000,000 turned the depression 
into revival. Stocks tripled in velue in a few weeks. 
Why this reflationary policy wes ebandoned is somewhat 
of a mystery. Sentiment was so demorelized in the spring 
ef 1952 that even advocates of the policy were surprised 
at.its effectiveness. There can be no doubt that the 
price level can be raised or lowered to any extent de- 
sired by this one device alone. It is merely necessary 
to buy Kucuae government securities with. newly. crested 
Federsl Reserve credit or with government notes. [It is 


claimed by some that bond buying during depression hes 











little. or no effect on the price level. Experience 
with this device under the most depressed conditions 
seems to prove that the contrary is the case. If it 
were true, as some economists ergue, that the purchese 
of government bonds during depression does not affect 


the price level, then the entire nationsl debt could 
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be retired. We sre obliged to conclude that the purchase 
of government securities by the Federel Reserve banks is 
eLvinier Intigtionary or 1G ts not. If it is not there 
would be no hsrm in retiring the government debt; if it 
is inflationary, then it can be used es an effective re- 


flationsry or anti-deflationary device. 


The Discovery of "Open Market" Control -- Strong 


It was a great calamity that Governor Strong 
died. Theorists hed advocated open merket policies long 
before 1921, but he discovered the practical possibilities 
and, up to the time of his death, prevented business de- 
pression and deflstion through this and other credit 
controls. In ell probebility, the great business de- 
pression of 1929-1936 would not have occurred if he had 
lived. In A921, the Federal Reserve banks tried to in- 
erease their earning assets. In order to do so they 
bought securities in the open market. To their very 
great surprise, the result was the opposite from what 
they expected. ‘Their profits were reduced. this was 
because the reserves of the member benks were increased 
by the open merket purchases. This ensbled them to 
curtail the rediscounting of paper with the central 
benks. At first the reeson for the further decrease 
in profits was not clear to Federal Reserve bank offi- 


cieals. However, when it beceme clear thet reserves 
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could be increased or lowered by open market operetions, 


s. 


Governor Strong orgenized the Open Market Committee 
which, under his guidance, succeeded in stabilizing 
the price level until the fail of 1929. 

The Open Market Committee was officially 
recognized in the spring of 1923. During thet year 
infletion wes prevented by the sale of $525,000,000 
of government securities. The sele of these millions 
of government securities hed the effect of reducing 
the reserves of the member banks, thus forcing them 
to rediscount more paper at the central benks. This 
forced rediscounting mede the banks less inclined to 
lend money and the slight deflstion of credit brought 
the price level dowm. By 1924 a defletionsery trend 
developed and the committee reversed its policy. It 
bought 4510,000,000 of government securities up to 
September 1924, At the same tens the discount rate 
wes reduced from 45 to 3%. Prices rose and by 1925 
hed reached s peak which necessitated snother reversal 
of the Federel eee Benk's credit control policy. 
In each of the sbove cases, prompt ection by the 
Boerd in making purchases and ssles in the open mer- 
ket proved successful in curbing incipient infletion 


or deflation. 
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The Ghange of Reserve Kequirements 


There sre other devices which might be used 
to supplement changes in the rediscount rates. Under 
the present system reserve requirements cun be changed. 
A recent doubling of reserve requirements within e few 
months reduced excess reserves by enormous amounts. 
Short of 100%, reserves could be reised indefinitely. 
Menipuletion of the reserve requirements in the present 
system should not be confused with the proposel of 100% 
reserves... The 100% system would require other important 
changes, such as the increase of the cash in the banks. 
Within the present system such drestic changes in re- 
serve requirements should be very infrequent. ‘The objec- 
tives could be atteined without so much shock to the 


business world @S was experienced in 1927. 


"Morel Suesion" 

Various appeals by the Federal Reserve Boerd 
for caution have an importent psychological effect on 
the markets merely because member banks know that these 


Suggestions are usually followed by action. This is 










what is meant by “moral suasion." A single bank in the 
system knows that it is unsefe to ignore the warning of 
the central bank, not only beceuse sction will be taken 
by the central bank but also because the response of 
thousands of banks may leseve the one bank in a precerious 


financial position. For instence, if thousands of banks 
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‘begin celling loens, es they did in 1920, one benk 


which mey not have he edeade enw request of the centrel 
benk, may find some of its loans frozen as a result 
of defletion. "Morel suasion" hes been used by the 
Federal Reserve -Board: in Seats’ are exceedingly 
questionable. 

The complete success with which the Federel 
Reserve banks upset the stability of prices in 1929 
should never be forgotten: end never overlooked when 
making plans for the future... The success of the Federel 
Reserve’ Board on that occssion demonstrates that another 
agency of the govermacnt could control the price level 


and keep»it stable. 
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CHAPTER IX 


STABILIZATION ATTEMPTS THROUGH EASY Monzy* 


Probably most important of all recent eco- 
nomic innovations and an integral part of governmental 
experiments the world over are the changed fiscal pol- 
icies. Billions for social security added to the costs 
of past wars and present rearmament programs left gov- 
ernments with literally unbearable fiscal burdens. One 
way of relieving the burden of these expensive social 
experiments and a way that treasuries were at first 
slow to see is a deliberate policy of easy money. How- 
ever, today treasuries are borrowing at phenominally 
low rates and apparently intend to continue to do so 
into the indefinite future. This forced easy money 
policy is not a local practice by any means, but the 
accepted common practice of governments. Furthermore, 
the policy seems to have the blessing of many brilliant 
writers, among them John Maynard Keynes. Keynes con- 
ceives "a somewhat comprehensive socialization of 
investment" as a means of securing an approximation to 
full employment. In his “Notes on the Trade Cycle" in 
his recent book, The General Theory of Employment, 
Interest, and Money, he states his easy money ideas as 


follows: 


1. The chapter was written in July 1937. See footnote 
relative to reserve requirements, p. 250. 
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"The remedy for the boom is not a higher 
rate of interest but a lower rate of interest! 
For what may enable the so-called boom to last. 
the right remedy for the trade cycle is not to 
be found in abolishing booms and thus keeping 
us permanently in a quasi-slump; but in abol- 

. ishing slumps and thus keeping us permanently 
in a quasi-boom. .... An increase in the rate 
of interest, as a remedy for the state of af- 
fairs arising out of a prolonged period of 
abnormally heavy new investment, belongs to 
the species of remedy wh} ch cures the disease 
by killing the patient.” 


The Administration's Dilemma 

American monetary authorities have rather 
belatedly, but enthusiastically, adopted this phil- 
osophy of permanently easy money, the idea that it is 
necessary to fight deflation by cheap money, but not 
including the old-fashioned notion that it is safe to 
fight inflation by firm money. However, in its relig- 
ious pursuit of this philosophy the Administration is 
experiencing something of a crisis. How to prevent 
the price level from rising and at the same time ad- 
here to a policy of easy money is indeed’ a dilemma. 
A bear market in bonds since January 1937, with the 
corresponding rise in yields, suggests that this "new 
era" philosophy of easy money is to become history 
like much of the economics of the "New Deal" in 
record-breaking time. Indeed, the long-term peak of 


the bond market is doubtless history right now. 


1. The General Theory of Kmployment, Interest and 
Money, pp. S22-S3235. 


250 


rerintkd a ton ek bow edt aaa Mandar ont 


iteeredat to e¢at mewel & tud deetedal to eter 
teel of mocd befieo-cs edd eldane yam Pie apiot 
o¢ Jon at eLoyo ebaxt end rol ybomet tog kr ont me 
gaiqeeal. exdd bos emood gatdetioda. at. bayot ed 
~loda si ted iqaule-lesup » al yidnenamieq en 
yitsensameg ey giigeex aus haa eqmle gaidel 
aie eid of eesetont mA...» ,mood-fesup a at 
~ta to otste edt tot ybemet s ee ,tdeetetat To 
%o boived beanoloig s To, tuo anlelte waite. srigee Ae 
et egncled ,dmemdaeval wen yvaed yliemtonda = . | 
sageslbh ext sens do {ele ybemex to, estoege eds... 
cuts ° beau en? agement 5 5 ee 


rl 


% 


weniiean sve set rt kxodtwa (adeno Katte 
etad betqchs vitsottestendias ‘gud ceibetaled 
at sf Jadd sebt eit vtentort wees vitaememreg to tagoao: 
‘Jon dud ,yenom geedo + notte tied: tel 2 of yisascoen 
od stee ef ot dacdd notdox penotdest~bio est palbplont | 
~gife x att nt .tevewoH “syecom mutt ed nokdeLiat aig Et 
et sottiatteainimba edt wgebol td ekdd %o ‘dtvewsg euok 
dnevena of woH .elelio a ‘Ae “ gertald omtoe grtsine roa 
-5a emit omes edd. de bes anlets most ‘Level eolta eis 


sxmme Lt 3” beebal et Romig to > vihtog's 6 ota 


croiuld. bikaad ot at yenom eee to od 
nt "feet wen” edd to eo imoroge eat Yo a 
‘To xo mxedgitot: oat eee seas aata 


Seen rane Mahedt atnelammenae 





The Inflation Brakes 

If not carried to extremes, or used as a 
cure for all economic ills, reasonably low money rates 
heve certain great advantages, not only for government 
treasuries, but also for the social welfare. Histor- 
ically there never has been a business depression that 
was not stopped by idle funas.+ The recent depression 
was no exception to this rule. Cheap credit forced on 
the country is a positive recipe for revival. sut now 
that the reflation has "caught," now that the debt 


burden, both public and private, has been relieved, 


now that the general solvency of the nation is assured, 


should we use the brakes to avoid a boom, or is this 
politically impossible, as many economists have be- 
lieved all along? Or is Keynes right? Can we have a 
permanent boom? There are many who believe, with 

L. E. Pierson, that "a subordinating of most other 
considerations of monetary policy to that of main- 
taining easy money is likely to bring considerable 
difficulties in the long run. "© 


Parties Interested 
Pressure for the maintenance of easy money 


rates is likely to come from unexpected sources. Who 





1. A Basis for Stability, Samuel Crowther, p. 44. 

2. Speech at A.B.A. Graduate School of Banking, L.#. 
Pierson (Reported in the Commercial and Financial 
Chbroniele, Vo. 145, No. 37/759, July 10, 1937. 
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are the interested parties? The Treasury Department 

is in the market for funds and refunding. ‘The banks 
with heavy investments in bonds are nervous lest a 
reversal of easy money policy deflate the value of their 
assets before they can be distributed. Commercial banks 
hold $12,990,000,000 of the government debt.+ Large 
investors in bonds are in a similar position with bond 
markets too soft for them to cut down in any volume. 
Furthermore, holders of common stocks are well aware 
that a stock market that has been rallying for two 
years, walking on easy money stilts as it were, is 
extremely sensitive to any correction in the bond mar- 
ket. Probably Mr. Eccles knows how to keep all of these 
groups happy and at the same time prevent the wholesale 
price level from soaring as it threatened to do a few 
months ago. Between November 1, 1956 and December 31, 


1936, wholesale prices rose 124° 


The President 

Maturing obligetions of the Government with- 
in the next five years will amount to approximately 
$13,000,000,000. Furthermore, a balanced budget seems 
to be very far around the corner. Income tax revenues 
for March 1937 fell $150,000,000 short of expectations. 
The President does not seem disposed as yet to favor oa 


1.. Slump Ahead in. Bonds, Major L.L.B. Angas, p. 25. 
Cates. bp. 42. 
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balanced budget, and if he did, doubtless Congress 


would override his veto in the matter of lerge ex- 


penditures. In spite of all the economy teslk, 
Congress has appropriated more than $7,500,000,000 
this yeer, and s deficiency approprietion for unen- 


ticipated expenditures must yet be passed. April l, 


the Secretary of the Treasury, Mr. Morgenthau, an- 


nounced that the Treasury would support the govern- 
ment bond market to the extent of preventing disor- 
derly decline. The Chairman of the Federal Reserve 
Board, Mr. Eccles, has repeatedly expressed a desire 

to maintain an easy money policy. It would seem from 
the expressed desires of Mr. Eccles and the position 

of the Government in the matter of large-scsle financ- 
ing, that one might certainly expect nothing but en 

easy money policy from government sources. If that 

were the.case one could gamble heavily on it that we 
would get easy money. However, Major Angas, an analyst 
of uncanny foresight, and a friend of the Administretion, 
suggests that an edditional 1% on government conversions 
would result in merely en extra $150,000,000 more per 
annum ona budget which is over $7,000,000,000. Mejor 
fngas believes that this would be « small price to pay 
in order to prevent a harmful commodity price inflation. 


The Major goes much further end Says: 
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“Indeed, if Machievelli, instesed of — 
Mr. Morganthsu, was Menager of the Netional 
Debt, it might slmost be said that he, .... 
might become positively anxious for ea fell 
in the bond market (due to high interest 
rates) so that he could buy beck the exist- 
ing debt at lower levels, out of the proceeds 
of taxstion or with the income derived from 
Social Insurance." 


50, in spite of all that has been seid by 


our monetary authorities, particularly by Mr. Eccles, 


in the matter of easy money, it is not at all certein 


that they may not find it to the interest of their 


various offices to change their minds. 


The Treesury end the Federsl Reserve Board 
An apparent conflict between the Treesury 


Depertment and the Federal Reserve Board would arise 
if it were not for the abandonment of clessicel the- 
ories of interest rates. . Cheap government financing 
would conflict with what used to be considered e need 
for firmer interest rates. As it is now, even the 
interests of the member banks are in some ways in 
harmony with the policy of the monetery authorities 
and in some ways not. Commercial banks hold 
412,990,000,000 of the government debt, or did, on 
June 50, 1936. A rise in interest rates means oe de- 
cline in the merket value of these holdings. On the 


other hand, the chief business of the banks is, or 





1. Slump Bheead in Bonds, Major L.L.B. Angas, p. 18. 
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was, not the business of investing in government. debt, 
but rather the lending of money and credit. Whether 
the banks stand to lose or gain oh balance by eae change 
in the long-term yield on bonds is e matter of erith- 
metic. The following table is interesting in this 


connection: 


TABLE VIII 


Who Holds. the Government Debt® 
(June 30, 1936) 


Per Cent 
Investors Billions of 
Totel 
Commerciel Banks 12.99 38.9 
Savings Benks 1.85 525 
Postal Savings. 80 Beo 
12 Federal Reserve Banks 2.435 ya 
Government Agencies 1.48 4.4 
49 Life Insurance Companies 5.00 10.6 
Veteran's Adjusted Service Bonds ar ge Zot 
Private Trust Funds and Individuals 9.74 29.0 
DoDD 100 


(a) Slump Ahead in Bonds, Mejor L.u.B. Angas, p. 25. 


The benks seem to be between the devil and 
the deep blue sea. AS Major Angas points out, "the 
banks hold about $14,000,000,000 of long-term bonds. 
Consequently, e 10% decline in such bonds (due to e 
rise in long-term interest rates) might imply e depre- 


cistion of nesrly $1,400,000,000 in assets." On the 





fT) tame anes in ponds, Mejor LL.B. Angas, p. 36. 
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other hand, unless long-term interest rates do rise 
other interest rates certainly will not, and it is doubt- 
ful thet commercial banks can meet the costs of perform- 
ing the usual banking services and make ea profit. are 
we undermining the banking structure of the country? 

It cannot be a ea that local bankers, like 

the generel public, ere victims of much of the finen- 
cial juggling of recent years. Certainly the locel 
banker whose business was the granting. and investiget- 
ing of locel loans knew little of what wes behind the 
privetely managed credit deflation of 1929+20-31-32-33. 
With the rest of us he has reeson to desire the liqui- 
detion of gient financial piretes. 

However, there is a tendency to sssume thet 
commercial banks and other investors all bought secur- 
ities at the top of the market and that they ere wronged 
in some way if enything is done to prevent them from 
getting out. No one advances this theory, but it cer- 
tainly is implied. Relatively few paid the top price 
for either bonds or stocks. Holders of common stocks 
are, however, well sware that the two-yeer relly in 
the stock merket thet ended in March wes due to essy 
money end that the stock market is bound to be very 
sensitive to correction in bond prices and bond yields. 
If the Government finds it necessary or expedient to 


let the merket for government bonds down by easy stages, 
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stock prices will certainly resume the downward trend 

by somewhat less easy stages. Those who have been bear- 
ish on the merket for months and who are still stending 
by with one eye on Mr. Eccles can be dispessionate about 
this. There is a tendency for persons who ere long in 
the market to be a little bitter about it. Most specu- 
lators, and meny investors, feel about the social welfsre 
in the way so edmirably expressed by Commodore Vanderbilt: 
"The public be damned." In fect, it is very difficult to 
think straight on any of these questions unless one is on 


the sidelines, and very few are. 


The Public 

The interests of the public, as represented 
by the opinions of their representatives in Congress, 
should be mentioned -- merely as a theoretical matter. 
The Roosevelt Dynasty has so successfully set aside any 
tempering with the Administretion's monetery policy thet 
eny interference by Congress, apart from the meking of 
eppropriations, is hardly to be considered es a practi- 
cal acces. The Thomas Amendment is an example of what 
is likely to happen when Congress takes a direct hand 
in such matters. The issuing of $3,000,000,000 of 
United States currency wes made discretionary with the 
President end he merely forgot sbout it. The measure, 
as a mandetory measure, simply could not have been 


passed. 












bres Dyaeswob. Sie pene vintadiee ithe. wooteg 2 xo 
ese, ae La Hpriesr 

~iged seed eva tow eos? -conade yese esol tai 
TRY 2 eee on 

atiinade {fide ets ecw bas add nod 0% seta oat ‘i 
aes ; ULL apes a Dg Lee 

tuode sisaohesageth ed | aso ee Look ~t do eye fo adie ee 
ae Bras rae SEA ‘teh, Te85, aur fe ee 

a? saole'ta one aNoe Teg 10% ‘yonsbass a eb ered? eeidt sa 
a2 eee are) we ie beta a ma “a 


-soege tuck at tsoda neadid eitthi a ed o¢ toxaam ¢ ae 
iat tevs ag witli ea iu 


(hy 


satiew fg fo08 eis tu0de Lest eoveovat aan bes Bde ie 

a ee Lrk Tas és 

Lidtebi:a¥ o*uebenas0d es: poesenaxe “Udetimbs oe i ae ¥, 
RS eee pep a ia 











ot divotttib yicy ef at ost at a poe = | 
SEE ES. S ghee Moule oe na an 
tio @2 ego ses ier enolsean: seed ‘te yas. ae Rae : 


1813 wed ae tes 
8 So s° as 


Yas ite tee yiig 
Janid Yo liog Tis tesom etaots, ive 0 as 
io yaliem oat mort J1eqgs- caeangeod td 6 9 
~fesg a ae bovebinaos ost rae 


Bye a, 
“Rp. 





ee ek Pi ae 


208 


The Shifting of Power from 
New Yor o Washington 

The responsibility for managing the currency 
and credit is very definitely in Washington. It is 
comforting to realize that the financial oligarchy 
thet directed the deflation of 1929-32 is no longer 
in control. Nevertheless, unparalleled power has been 
concentrated in the hands of a few representatives of 
a political party, whose general progrem hes at times 
proved hasty and rash. Furthermore, there seems to be 
a reluctence to disclose the rules. Forecasting has 
become elmost wholly a matter of guessing what is in 
the minds of Mr. Roosevelt end Mr. Eccles. Why cannot 
the rules be made public? Why not put the cards on the 
table? Why keep the nation in the dark as to the fiscel 
progrem? Why all the secrecy sbout stebilization and 
monetery management? A speech by Mr. Eccles is likely 
to change values on the Stock Exchange in billions of 
dollars. This hes ectually happened during the past 
few months, in the spring of 1937. Yet no one knows 


the rules. 


Whimsical Policy 
While it is known that the monetary suthority 


can, or could, raise the reserve requirements 100%, or 


that the twelve Federsl Reserve banks cen sell the 





BES 





nee 

















> 


naad seit Yowog hele fiaxeqne coup Lectisarealt ‘ee 
*O seviteduseexgey wet to ebapst: ert af bedemtassnen ; 
pemtt ta eset metgouq isxeney seodw. wud Isolt hogs ‘< ip 


54. gt 


ed ot gmese etsdd ,asoatedtuva | awe brs - bcaalanii 2 
ded gattesoet0% coer est seoietb ot sonsdoulen 5 
ni ek teslw jolapeny to Tettem ‘B yl Lorw deonta emoaed 


ie aoe 
Joqmsa yk ‘+ eeLool < Tut bree tlevezook pag ebalm 

ent no BBas0 ond deg ica ar tobideg obam AS: aout oie 
bs i me a BAY; = ae eas ‘ “eo We 
faselt ods of es tab pat at nokia ontt qeed (aH fe a 
= 5 Ne oF Deh ae ~F 

rts nel tealtidsre ‘tuo yooms9e pers Lis wa Tama zgoT 
AE ee San Bogs At 
vleats et. aeLoox sat ve slovess & {dnomegastom runt aem: 
eae falter Tee hs ied: hee 3 A 
to snot Litd nt egusitoxs #0048 edt ac eeulav 
, ere bP ir ec} oT 7 RAS ae 
desg ont eto benoqaad yitewtae ae alaT > 
Se "oa ef 2 Fates 18 : 
ewer. eee ont sie Teer ‘to gaktge eit at 
: [ : Atiee, ee REE ST 


j Fai ae 








vtirodisa qtetenom edd sedi 
10° "ROOT: edie Lips: t 68 a 
edd [foe mad 2 ie : : 


LOO 





#2,526,190,0007 


holdings of government bonds, no one 
knows when or under whet conditions these things sre 
likely to take place, It is also known that the monetary 
authority hes slmost unlimited sdditional powers, but it 
is not known under whet conditions these financial dic- 
tetors ere likely to meke some world-shaking decision. 
The one thing that we ere sure of is that inflation or 
deflation, in large or small doses, can be turned on 
and off at will. Those who realize the importance of 
such power hope thet it will be used wisely. An inde- 
pendent monetery authority is more important than en 
independent judiciery. There is some hope now of re- 
teining the latter, but not much hope of attaining the 


former. 


Passing of the Business Cycle, Angas 
In spite of the uncertainty engendered by 


our whimsical monetary euthority there is already some 
talk of another "new era." f# belief in a perpetuetion 
of business prosperity through permanent eesy money. 
Mejor @ngas, the man who hes been consistently right 
for a period of ten yeers, has the following to sey: 
"Tl believe that the worst feetures of 

the business -- or rether the bank credit 

cycle, will henceforth be elimineted from 

the American economy. .I believe that the 

recent inflation scsre is nonsense -- in 

view of the existence of the Monetary 


Control. I believe that if demand becomes 


1. Commercisl and Financial Chronicle, Vol. 145, 
oy. Grog, wuly LO, ol. 
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wild, owing to increesed velocity, it 

will’ be held in check by the iron hand 

of Eecles, despite the opprobrium which 

will (foolishly) be heaped on his hesd." 
It should be noted that the hard-heeded Mejor angas 
is not relying on a system or a theory, but on the 
iron hand of Mr. Eecles. 

anelysis of current money problems should 


not be prejudiced by mistrust of the Administretion. 


Even legitimate mistrust of the persons who are im- 


portent in government financial circles may lead to 


one-sided inquiry. after ell, much has been accom- 
plished, and many of the fears of the past four years 
have proved as yet unfounded. One may overlook either 
the dangers on the one hand or some of the factors 


which limit the possibilities of inflation. 


Social Security and Government Speculation 
The Social Security Act provides that the 


funds collected under the Old Age Annuity Plen shall 
be invested in bonds paying not less than 3%. Apper- 
ently there will eventuselly be huge sums of Social 
Security Tax money evailable, exclusively for pur- 
chases of unre bonds. Is the Gavernment, or 
verious authorities under the Administretion going to 


speculate in their own bonds? If the Government profits 





1. Slump Ahead in Bonds, Major L.L.B. Angas, p. 57. 
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greatly by s fall in the bond market, which seems to be 
inevitable, it may be due to a sincere policy of stabil- 
ization, but there will doubtless be a storm of criti- 
cism. Mejor anges has pointed out in another connection 
that a 1% change-in long-term interest rates means 
approximately a 10% decline in the market value of the 
average mixed bond portfolio. It is a certainty thet 
the penne mixed bond portfolio will follow the govern- 
ment bond market. One would not want to suggest that 
the common people's government is rigging the bond mar- 
ket so as to ensnare the bankers. The fact still remains 
that we have had one of the greatest bull merkets in 
bonds of all time. The Government had a lot to do with 
it, and apparently the Government is going to buy in, 
through the Social Security Authority, a lot of those 
bonds at lower levels. Doubtless much of the Government 
bonds held by the banks and others were purchased fer 
below peak levels. Much of the New Deal financing has 
been through. short-term paper and not through long-term 


bonds et ell. The picture cen be overdrawn. 


The Government's Influence on the Markets 

Whet will be done about the funds collected 
es Social Security Income Taxes? Who will manage these 
funds and from whom will bonds be purchased? It is 


estimated that by 1950 the reserves will amount to 
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$18,500,000,000, end by 1980 they will reach an esti- 
mated peek of $50,000,000,000.+ The collection of 
these funds is defletionsery, as purchasing power is 
reduced by the amount collected. On the other hand, 
open merket purchases of bonds with the proceeds of 
the Socisl Security Income Tax is inflationary. 
Therefore, it would seem that the net infletion-— 
deflation effect would be zero. As yet the funds 
collected have not been invested, probably because 
there are no government bonds yielding 3% evailable. 
Or it may be that officials realize that a decline in 
the bond merket of a few points may more than offset 
eny loss of interest incurred by waiting. It would 
be better to forego the interest for three yeers than 
to take a loss of ten per cent in the market price of 
e bond, and many financial writers have been pointing 
out for months that a big decline in the bond market 
is almost a certainty -- because of prospective govern- 
ment ection. As a matter of fact, the average of 40 
bonds, seccording to the Wall Street Journal, July 14, 
1937, has declined over 5 points in six months. United 
States Government bonds, according to Moody's index, 
declined 5.71 points in three months from January 2, 
1937 to April 3, 1937. Naturelly, under present meth- 


ods of government financing, government authorities 





1. Business and Government, Rohlfind, Carter, send 
est, p. ; 
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know much more ebout coming trends in the security 
markets than do outside investors. It is probsbly 

not fair to say that government esuthorities meke those 
trends to take advantage of the public. However, under 
the present setup, the Tressury Department and the 
Federal Reserve Board csn and probably do determine 

the time and extent of movements in the government bond 


market and, as a consequence, movements in other markets. 


Sociel Security and "Open Market" Control 
It has been suggested that the credit control 


operations of the Federal Open Market Committee will be 
nullified by the purchases of the Social Security 
authority.? Control of the retail price level is the 
main objective of open-market control. If the present 
plan is carried out, about $1,800,000,000 ea year of 
continuous purchases by the Social Security fAuthority 
will so absorb government securities that the Federal 
Reserve banks will heve no government securities to 
sell for price control purposes or for any other 
reason. Since open-merket control is largely a mat- 
ter of buying and selling government securities, end 
since eventually there would be no government secur- 
ities not held by the Social Security Authority, open- 
market control of the price level would have to be 


1. Business end Government, Rohlfing, Carter, and 
West, p. 568. 
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through the sale and purchase of non-government secur- 
ities, or not at all. Open-market control, when used 
properly, has been very effective. However, we can 
hardly suppose that an outstanding public debt is a 
necessity. There are other methods, meny other methods, 
of controlling the price level, if monetsry authorities 


really want to accomplish this. 


Probability of Inflation 


Inflation, according to many, is a certainty 
in about three years. In 1934, inflation was a certainty 
in about three years. This reminds one of the periodic 
predictions as to the exhaustion of our oil resources, 
which seems always to be fifteen years away. But tomor- 
row never comes. It may be that real infletion is a 
greater danger than at any time since the beginning of 
the business revival. However, we hesr less ebout it. 

A few yeers ago Professor Kemmerer and other highly 
accredited monetery suthorities, forecast inflation of 
the wildest kind. At a lecture in Woolsey Hell in New 
Haven, sponsored by the Crusaders, Professor Kemmerer 
compared our Government's method of rsising funds with 
that of Germseny during the inflation period, and said 
that the methods were identicel -- that both governments 
backed new issues of currency by bonds and that the sky 


was the limit. The retail price index of the United 
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States Bureau of Labor Statistics is still thirteen 
per cent below the sversege for recent years, thirteen 
per cent below 1926 levels. Professor Kemmerer seems 
to have guessed wrong. As recently reported, Professor 
Tomerer still believes that there are powerful infle- 


tionary forces about which he comments es follows: 


"We hear much sbout controlled! infle- 
tion as if inflationary forces could be turned 
on and off by the Government at will. The 
world's experience with inflation, however, 
as every student of monetary history knows, 
shows that inflstion, when it once gets well 
started, is one of the hardest things in the 
world to control. There have been many cases 
in history in which for substantial periods 
of time -- in some cases running into yeers -- 
inflation wes moderately well controlled as it 
is being controlled today in Englend and 
Sweden, but never, so far as I know, has an 

‘“inconvertible paper money standerd been an 
enduring success. Sooner or leter it always 
breaks down under political pressure and usu- 
ally with disastrous results. Certainly con- 
ditions in our own country arecextremely un- 
favorable for the success of grandiose exper- 
iments in controlled inflation." 


Excess Reserves 

Mathematically it could be shown that an 
inflationary pyramid of credit could be built up on 
the existing quentity of reserves. Recently, before 
steps hed been taken partially to correct the situa- 
tion, excess reserves amounted to over $3,000,000,000. 
Not only that, but potential reserves that could have 


1. The Commercial and Financial Chronicle, Vol. 145, 
No. S/o8, July 5, Sls Ps 45. 
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been built up gave sensitive souls the jitters. It 
is necessary merely to mention that member banks had, 
end still have, the privilege of discounting govern- 
ment bonds with the Federal Reserve benks. That is, 
they have the privilege of borrowing 100% against 
government bonds. And the resulting credits with the 
Federal Reserve banks would be econ ce -- billions 
more! That is only pert of that story. However, es 
2 practicel matter, there never hes been a time when 


these reserves could have been used. There never has 


been a time when the huge credits that Professor 


‘Kemmerer imagined a few years ego could have been 


built up. snd why? Merely that both custom and lew 
do not permit benks to impeir their capitel by too 
excessive deposits in relation to their cepiteal struc- 


tures. If it were true that reserves on 2 10 tol 


besis were the only limiting factor, an inflationery 


credit expansion would be elmost.e certainty. How- 
ever, eS se matter of common sense, banks have been 
cereful of their capital-deposit ratios. Some of them 
have been ultra-conservetive, many holding to a posi- 
tion of keeping a cepital retio of about five to one. 
Furthermore, if some banks ere not disposed to do so, 


the Federel Deposit Insurance Corporation requires, 
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in sedmitting banks to insurance, that no bank shall 
be operated without e net sound capital equel to eat 


least 10% of its deposits.? 


Capital Ratio 
How then is it that bank deposits have in- 
creased to an all time pesk? How is it that deposits 
by 1936 were rebuilt by the amount of $16,000,000,000? 
and to what extent can this trend continue? Professor 
Edie points out that at the previous peak banks had 
capitel equal to about 14% of deposits, end that cap- 
ital assets today sare about $1,600,000,000 below the 
previous peak. He points out further that deposits 
are over the peak and that consequently cepitel assets 
are about 13% of deposits, the ratio being more strained 
than it ever hes been in the past. It seems to me that 
persons who are bullish on the various merkets becsuse 
of supposed inflationary possibilities might well ponder 
the following quotetion from "Easy Money:" 
"By 1936, at the end of the rebuilding 

process, the capitel ratio was stretched ss 

fer as it should be. It is e» very different 

matter to build on another #16,000,000,000 

of deposits. The first stage was one of re- 

construction. That stage hes been completed. 

The capital ratio is at the saturation point. 


It did not restrsin the rebuilding process, 
but it will restrain future expansion." 





diy — Money, Lionel D. Edie, p. 99. (f#dapted) 
Ze \ dee pe O02. 
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Character of Bank Assets 

In this connection it should be noted 
that the character of bank gsssets, being to a much 
lerger extent than Porsewiye investments, there may 
be a desire on the part of bankers to shift to shorter 
term investments. This may be ae slow process at times, 
and, at others, a rather rapid adjustment. This kind 
of liquidetion is not likely to have an infletionary 
effect on the security markets. There have been long 
bear merkets in the face of above-normal business con- 
ditions in the pest, and it can happen again. Many 
feel that the bearish tendency in the merket for some 
months past is of secondery importance. However, the 
movement has ebout it the important cheracteristic of 
major bear markets in stocks. There is a congestion 
of securities in the hands of a group of bankers who 
need to sell. Will the market be marked up in the face 
of this condition or will it be allowed to fell of its 


own weight? 


Long-term Probability of Inflation 


Few financial writers expect inflation in 
the near future. Whet msey happen if the Government 
does not successfully cut down the huge public debt 


before the next depression comes, is a somewhat longer 
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time question than most writers care to wrestle with. 
The Roosevelt edministration has succeeded in reflat- 
ing credit. By the injection of bank credit, borrowed 
from, and created by the banks, into public circulation, 


spent in the form of public works, etc., the administrae- 
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tion has crested plentiful credit. Gold stocks, reserves, 


and demand deposits, all increased enormously. Current 
increases in deposits are due to conventional granting 
of loans; that is, real demand, rether than the govern- 
ment's financing of budget deficits. This is further 
evidence that the refletion hes "caught." Until recent- 
ly, however, confidence, es indicated by the velocity 

of turnover of benk deposits outside New York, was slow 
to recover. With an incipient revivel of velocity, 
which began to appear lest yeer, the great quantities 

of bank deposits became a potential danger. This po- 


tential denger doubtless caused needless worry. 


Deflationary Meesures 


During the past year the Government has pro- 
gressively taken steps to prevent the inflation which 
seemed to be about to take place as a result of the 
reflationery measures of the preceding four years. 

The repid rise in the wholesele commodity index in 
the latter helf of 1936 was the warning thet the brekes 


had to be applied if the incipient boom wes to be 
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controlled. By the middle of March, 1937, there hsd 
been a continuous two-yesr rally in the common stock 
merket and, to Jenuary 1937, there wes also the greatest 
bull market in bonds of all time. The current correc- 
tions in the security merkets ere obviously a direct 
result of the steps taken by the Government to prevent 

e rise in commodity prices. 

Some of the controls available to the 
Administretion under existing law were used. Federel 
Reserve requirements were increesed 50% in August 1936. 
There wes another increase of 33 1/3%, one-half to be- 
come effective March 1, 1937, and the other half May l, 
1937. Now required reserve ratios are 26%, 20%, and 
14%, for demand deposits. With these increases the 
Administration hes reached the limit permissible under 
the law, and there sre still excess reserves which con- 

tinue to grow. July 7, 1937, excess reserves had agsin 
risen to $880,000,000. Reising the reserve requirements 
had the effect of warning the financial world of e dis- 
position on the pert of the Government to take steps of 
an enti-inflationery nature. Merkets responded accord- 
ingly and for the present at lesst immediate fears of 
inflation are allayed. The reduction of excess reserves 
was not merely a psychologicel factor in the financial 


picture, however. In order to meet the new reserve 











1. Since this chapter was written in July 1937 there 
hes been a reversal of policy and a reduction of 
reserve requirements. See pp. 277-278. 
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requirement, banks were compelled to sell bonds and 
other investments. The financial and psychological 
effect of the steps taken by the Government hes been 
adequete for the present. There should be no doubt 
es to the powers of the Government, either of an in- 
flationary or a defletionary nature. For instance, 
open-merket ssle of sbout one-third of the 
#2,526,190,000 government debt held by the Federal 
Reserve banks would reduce excess reserves to zero. 
There are many other things that the 
Government could do. For example, the Administration 
could obtein from Congress additional legal powers for 
increases of the reserve requirements. If there is 
the great danger in excess reserves that some seem to 
think, why leave the required reserves at 26%, 20%, 
and 14%? There is a lot of room for improvement short 


of the 100% reserves desired by Professor Fisher. 


A Balanced Budget 


Eventually the Government should cease 
borrowing from the banks. Borrowing from the public 
is not inflationary. In time, nevertheless, the 
federal budget will be balanced. Mr. Eccles coura- 
geously suggested a few months ago that texes should 


be increased. Taxes ere deflationary, snd government 


7 4 
ee * é 
Id A: 
= es 
; ‘> 
ys 
i = 


















- 


ae ae ) Bre ere ee E. 
Ne a a eae a ae ee 
Bas shood Liles ot Belleqmoo etew exaad <iste met Lupe Sse: 





Set se ; ig he Fit Ree Maer aig tae <? ai ve ag 
fsotnolodoyeq baa Lstomatt edt -edaomd ee eval te 

rae i? 45: : 

need aad dneanxeved oxi vd noite 4 eqcde ods 4p too Tis .* 


Sduob on od bivode cekaie aneee ur. odd 701 ‘odaupeba c 
toate, 
~itt ma Yo "et dd te  tnemarevod: oat to stoned ‘ead 03 es + 


sortatent toF “letidan tiene lia lish a anny yranottalt 


ON od ce 
' eit to buldd-sao “Suede to ofse “ gexkusm-asqo 


fssebed edd yd blot ideb ‘dnomutevoa paises am 
ee te <i ce ie a ba is + fies box 
ones oF eevieeet sagoxe ‘pasha bivow ex vad evas 
ad3 Sand ‘agetblt xeside yen ota ae paint y aan 
Care he oe ve y 


| 
aotdevde tertoba eric voiquene cra a . OR ‘ines wage: 






‘to2. exewod paane fanotd ibba ‘peecenod, gees yes hy $40. ries ! ae 
ef exadd 21 | adasae uivps ovienet ‘eat Ye en Pyke ascot P, 
ot mses emon godt pore wiieee ree ; ero Joe ee a 4 ie en 
ROS as ta aovreset bettupet ‘edt ovaed ae oo : aa am 


oe ae ts Mo 
drode dmentevoramt 16% moot to tot a at Pde. a bf as 


iede lt sonestort vi betas’ heres ed Mes ae adi) 
Bea Ss hs Mate as Bee ee oft aS 





AOD. onlood. ce De 
bivoia “eaxey jah oat Rey 
Sem YS AaB ox 


(ames, Te eae al 
Z 3 ie ‘ % s oe ca 7g" i fyi 
a “ ib . s 


iS 
Pr 


oon. 7, 


208 


expenditures financed by texes ere not inflationsry. 
When business revival and prosperity ere a little 
more assured, the Government will, or should, begin 
to retire the government debt. The netion cannot 

feel secure until this process of debt reduction 
begins. There is e great deal of faith among respon- 
sible forecasters that there is going to be greet im- 
provement, that the national income is going to rise. 
If they are right it should not be difficult for the 
nation to raise the sums necessary to retire the debt. 
Furthermore, this will be anti-inflationary in s very 
healthy way. Also, it will place the netion in condi- 
tion to borrow safely when and if snother depression 
comes. If it becomes politically impossible to reduce 
the debt, future emergency spending will inevitable 


cause infletion of a very grave nature. 


The Flow of Gold to the United States 

Meanwhile, a continuous flow of gold to the 
United States has added to the woes of the monetary 
authorities. The causes of this unusuel movement are 
traceable to the devaluation of the dollar, which re- 
sulted in releases from Indien hoards and mercantile 
gold, the impounding of gold here, the Soviet shipments, 
the dehoarding of European gold and large foreign in- 


vestments in American securities. All of which leaves 
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our government holding monetary stocks of gold on 

July 10, 1937, of $12,376,000,000,+ which is well 
over hslf of the world's monetary supply. This amount 
represents an increase of over $5,000,000,000 in three 
years and an increase of $1,754,000,000 in the past 
yeer. In order partielly to offset the inflationary 
effect of this steady inflow of gold, the Government 
is currently absorbing all fresh receipts in its 
"inactive" gold fund which now is running toward the 
$1,200,000,000 mark. The Treesury borrows the money 
with which to purchase the gold, thus preventing en 
increase in member bank reserves. This is, however, 
only a partial "sterilization" as there is still en 
increase in member bank deposits.” The settlement 

of the gold question is not of particular urgency in 
the United States at the present time. The difficul- 
ties of France in mainteining her stock of gold is not 
so important as an international matter as is sometimes 
feared. France holds rether e minor poaition in inter- 
netional commodity markets. Our locel question, the 
matter of “sterilization" of gold through borrowed 
money, does seem needless end aes enti-inflationery 
measures might be used but the expense of the present 


1. New York Times, July ll, 1937. 
2. Slump Ahead in Bonds, Major L.L.B. Anges, p. 25. 


eae | | oe ee oa 

























mo Slog to exoote. uta toro gnibiod 4 x08 
Liew et dobeiw * G06 ,000,3¥8 S14’ Te rset sor oy 
gopomea ats?  selaaue yistesom-a thiaow edt to. ‘Mad evo ee 
seid at 660 000,000.26 sxevo To" ‘sanstant fa sdneserqet | 
teaq eit mf 000,000.80, 1¢ to eesetont aa bak: exes - 7 
grunotiefiat ofd sentto ot elistineq tebic “at etsey ea 
toomiteros edd REG to woltal ybeeda ‘Gis to dostie 
edt al. atqtese deaett Lia gatdiceds: Yidaorwa st 
edt Stewed gc titawies f° wor do tdw bout blog Yevidoamt® 
yoriom eit evctiod yigeset? ont | jitiee: 009,000,008 154 
is Ralsjeevetq enite Loe Eyed} onddoueg’ od: dotew ithe” eds, a 
is vewod”, ate tA? -2evieLeT Nitad. sediment onsetont Si 
ma Lfttecet suede ag “notdaatitcede" Iatdasg 9 ‘iso ao 
shen Ivdoe- ont: 8. setscqes anaes: sedinem oo sesstont « 7 
mt youesus’ «asiseiimed- Qo tom st noltesup: BLog- ead: 30 x 
-feotttib edt « tembt TROBE ant 2° eoted2 bed lav: onit and 
ton alt biog 26 xoode ned “gaiats dertan at eon 10 eels 


reas) ‘gil uae Vee en Balad 

eosihtemoe at ae nod tum Tanotsanaetat a es | tad ‘ 
: EES alee eo er ie 

~tesat at ao tg ieoq ronda 8 redsot abiod. eonese 

fai gk a Re aan te fe: 

add notteeup tsect 0 “etotasa i tboumon 

2 Ne 5 eS a e ae ia TIN ves 


bewortod Aquos a 0 panes,” 
a 8 SS i eee ae 





vignette Stat Zina ato f 
toner ods = ennoaxe 


oT 











204 


procedure is not so greet with the present low rates 
paid by our Government for short-term loans. It may 
be just as well to let this gold question wait until 
a more certain course can be decided upon. As the 
Secretary of the Treesury suggests: "We may lose our 
anirta.™ 

Meenwhile, the inective gold fund constitutes 
en excellent buffer in cese foreign investors decide to 
withdrew investment funds or if much of the gold funds 
sent from France prove to be but temporery deposits 
here. It is estimeted that foreign investors hold 
about $5,000,000,000 of American securities, $2,000,000,000 
of which are in common stocks. The-inective gold fund 
could take care of a withdrawel of over twenty per cent 
of this without effecting bank reserves at sll. So it 
would seem thst American investment markets ere in some 
ways rether well insulated from shock. Whether over a 
billion dollars moves out of the "inactive" fund, or 


remains, is not of vital concern to anyone here. 


Foreign Investors 
The possible decision on the part of foreign 


investors to cut down investments in Americen securi- 
ties may be speeded by some action taken by our govern- 
ment. The Annual Report of the Board of Governors of 


the Federal Reserve System, submitted to Congress 
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June 23, 1937, indicates that action is being consid- 
ered in the form of an incresse in the withholding tax 
on incomes received by non-resident aliens from 
#merican investments. The purpose of this tax, if 
applied, is only incidentally for revenue. Its main 
purpose is as « deterrent to the emberrassing inflow 
of capitel. &As the Board of Governors pointed out: 
"During the six weeks from the latter 

pert of September until the middle of 

November foreign investments in Americen 

securities were at four or five times the 

rate prevailing in the first quarters of 

the year. Announcement in November thst 

measures were being considered which would 

make Americen investment less attractive 

to foreigners, together with a slowing down 

of the stock market advance, contributed to 

a decrease in the movement, but at the end 

of the year foreign purchases of American 

securities were proceeding on or about the 

seme scale as during the first nine months 

of 1936, "1 
French Financial Crisis 

As yet the French financisl crisis has 

caused hardly a ripple in Americen financial circles. 
Trends are undisturbed. However, the franc, the 
pound, and the dollar heve been allowed to find a 
level eround their previous parity. This fact coupled 


with the lack of disturbance in the recent French 


1. Annual Report of Board of Governors of Federel 
Reserve System, Submitted to Congress June 23, 
1937; cited in Commercial and Financial 
Chronicle, Vol. 144-2, June 26, 1927. 
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edjustments may be interpreted as indiceting important 
understandings between our government and the French 
and English.governments. Recently £200,000,000 was 
added to the British stabilization fund. AgBain, how- 
ever, we are very much in the dark. Except for s few 
brief statements as to the equalizetion funds nothing 
is said as to the more fundementel objectives. Doubt- 
less we ere moving toward internstional stabilization 
es well as stabilizstion of the domestic price level. 

It was hoped that the French devaluation would reverse 
the flow of gold and that funds would return to France. 
At the time of the 1928 stabilization of the franc the 
gold flow was reversed. It may be a little eerly to 
draw conclusions, but in the week ending July 10, gold 
shipments (imports) in New York amounted to $28,357,100, 
indicating renewed nervousness in France, apparently due 


to heavy increases in taxation. 


Dehoarding 

The problem of embarrassment of gold may be 
pertislly corrected in another wey. That dehoerding 
is likely to slow down is cleer from the following 
enalysis of the situation made by the National City 


Bank of New York: 
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"How much gold diseppesred into private 
holdings in Western Europe during the depres- 
sion can be ascertained only in round figures 
because of fragmentary information on certain 
gold movements, particularly the holdings of 
the various stabilizetion funds, and on the 
supply of old gold. However, sa simple month- 
to-month comperison of available information 
on the supply end demand for gold between the 
end of 1950 and the end of September, 1936, 
indicates that nearly $3,000,000,000 disap- 
peared or was unaccounted for during that 
period. The rapid movement of this gold back 
into monetary stocks dates from the revalua- 
tion of the gold bloc currencies last September. 
The disclosed gold reserves of 52 central banks 
and governments increesed by $2,261,000,000 
during the past nine months. fs only 
$937,000,000 of this increase can be accounted 
for by newly-mined gold, outside of the Soviet 
Union, and by the shipments from the Soviet 
Union and the Far Esest, it follows that the 
gold received from undisclosed sources hes 
exceeded $1,300,000,000. The smount still 
held in private hands is therefore but a small 
fraction of the total formerly uneccounted for 
and doubtless well under $500,000,000. ‘Thus 
at the present rate the dehoarding movement 
will soon expend itself."1 


Panic in the Gold Market 

Recently a panic developed in the gold mer- 
kets abroad due to a rumor thet the Americen Government 
was going to revalue gold. Events more recently and 
pronouncements of American monetary authorities seem 
to indicate that no such revaluetion is to take place. 
The belief prevails, that while gold at $35.00 an ounce 
is priced too high, that the adjustments necessary 
should be eccomplished by some other means. It is 


feared that the international penic which might result 





1. Bulletin of the Nationel City Bank of New York, 
July 1967. 
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from another revaluetion would do more herm then any 
local benefit could offset. 

Rising costs of producing gold are likely 
to reduce the quantities that ere being mined. Fur- 
thermore, other countries than the United States and 
.Great Britain may begin to absorb gold in the neer 
future. It is still a rather ecceptable commodity. 

There is a great deel of mystery ebout the 
huge quantities of gold that came from Soviet Russia. 

__. Mining engineers pointed out that such quantities could 
not have been produced from new mines. One guess is that 
the gold came from Madrid by way of Moscow. 

There has been much talk, very foolish talk, 
ebout the complete "“sterilizetion" of gold, end the pro- 
hibition of gold imports. Fortunately, there is little 
or no likelihood that this will be done. Such a move 
might so upset foreign exchange markets es to materially 
reterd world recovery not to mention difficulties that 
would be crested in the matter of erriving at any. agree- 
ment in international stabilization. Furthermore, it is 
not entirely against the rules to inject a little sports- 
manship into our international dealings. Under present 
circumstences a rich nation like the United States can 

\ well efford to pay the relatively small amount that it 


is costing to absorb the gold that is flowing in. And 
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gold is not such a bad commodity to have around. 
Until recently the world was crying for it. It is 
still the most widely ecceptable commodity in the 
world. It is to be hoped that our liberal-spending 


Administration will not get piceyune in this matter. 


Administration Committed to "Easy Money" 

We may summarize by saying that we are 
definitely committed to an easy-money policy ina 
managed currency system, whether we like it or not; 
that we sre sure to get “easy money" only insofar 
as our present highly concentrated money authority 
can accomplish this without permitting a rise in 
the price level; that we are likely to be kept in 
the dark about important coming changes in policy, 
both of a national and international nature; that 
inflation is not to be expected in the near future, 
but may be en important consideration in the long 
run, if budget deficits are not corrected before 
the next depression; that there sre many means of 
control available to the Administretion; and that 
the current gold inflow is not of vital concern. 
The far-reaching power of the Administretion in 
the matter of monetary management should work out 


to the best interests of the country in the short 
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run, but over e longer period monetery authority 
independent of both the banks and the Administration 
is more vital to the nation than is an independent 


Supreme Court. 
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CHAPTER X 


SUMMARY 


ee 


There are no problems more widely or more 
vehemently debated today that those of monetary sta- 
bilization and the relation of stabilization to 
scarcity. Scores of the leading economists, bankers, 
and statesmen of every important country in the world 
have made these twin problems their principal concerns. 
Even scientists,+ have dropped their science to take 
up the fight. A former Chancellor of the British 
Exchequer (McKenns), Ministers of Finance (Havenge and 
others), presidents of great banking houses of London 
end New York (Vanderlip and McKenna), world-famous 
statisticians (Hawtry and Snyder), statesmen (Lord 
Vernon and Viscount D'Abernon), a lebor leader (Meeker), 
manufacturers (Ford and Rand), a merchant (Filene), en 
engineer (Kitson), a gold miner (Sir Henry Strekosch), 
senators (Owen and others), historisns (Wells and DelMar), 
university commissions, and a hundred British lesders 
in various fields, have all made notable contributions 
to the literature of stable money. As a result, unprec- 
edented monetary and economic changes are taking place, 


end may ultimately bring about a fundemental transition 


, to more honest banking. 


1. Soddy, Nobel Laureate for Chemistry (1921). 
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The Futility of Non-monetary Reform 
For over a century every political and 

j economic reform designed to insure economic security 
has proved futile because the most vital finsnciel 
problem of modern times -- the stabilization of the 
monetary unit -- has not been solved. It is no exeg- 
geration to say that other economic reforms are utterly 
useless until the condition of the instability of money 
is corrected. Consider, for instance, the futility of 
the struggle for increased wages, when the wage earner 
is subtly robbed of his job and his weges by a system- 
etic unsettling of the price level. The worker would 
do better to stop deluding himself and to eccept some 
form of wage slavery with more grace. He might et 
least enjoy a philosophical peace with an Oriental 
fatelism. One thing is certain: the future holds, for 
e growing population, no hope other then that of recur- 
ring periods of misery and sociel insecurity, unless 
and until prosperity is no longer sabotaged by artifi- 
cial restrictions of the quantity of money and credit. 
On the other hand, if an honest and scientific money 
system is created, little else in the way of govern- 
ment control will be needed. Some professional poli- 
ticians might lose their .jobs, but ordinary citizens 
would be free to follow their chosen employment without 
concerning themselves excessively with a meddlesome 


government. 
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Sociel Science vs. Physicsel Science 


The scientist and the engineer are doing 
their part in solving the physical problems of pro- 
duction. The social scientist, on the other hand, 
hes not been successful in dealing with these matters. 
No system hes been invented which makes it possible 
to pess on to the public the benefits of estounding 
technical improvements in industry. Social scientists 
point out that economic systems involve humen beings 
and, since people cannot be treated like guines pigs, 
social experimentation cannot progress rapidly. But 
economic systems also involve inhuman beings -- vested 
interests which obstruct the most desirable reforms. 
Such interests are those which profit by scarcity, 
which see nothing alarming in the fall of construction, 
for exemple, to 20% of capacity, while e« large segment 
of our youthful population seeks shelter in "jungles" 
or under fish piers. But, as the socialists point out, 
those in control of our capitalistic society, are con- 
cerned with making money, not with making goods. 

Their experiments are concerned with the creation of 
vast concentrations of wealth and with the acquisition 
of fer-reeching financial power. Primitive society 
produced goods neerly to the limit of capecity, a trick 
we might not find so difficult if we could climinate 


the inhumen beings. 
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A hundred and fifty years ago scercity was 
understandeble. Men, with little more than his hand 
lebor, wes obliged to struggle with the forces of 
nature to enjoy life and liberty, while in pursuit of 
a bare subsistence. However, with the possibilities 
of abundance arioking today, and the experience of the 
years preceding 1929, it will take more than oratory 
replete with references to "sound money" and "rugged 
individuslism" to convince the Americen people that 
they cannot produce enough to feed, clothe, and shel- 
ter the nation in 1938. 

The United States, with sbout 6% of the 
world's aree and heving sbout 7% of the world's popu- 
letion, possesses over $14,000,000,000 in gold. In 
addition to this enormous hoard, which is over half 
of the world's monetary gold, the United States pro- 
duces over 50% of severel important world commodities. 
Commenting on this "bulging economy," the London 
Sphere observed that “responsible leedership which 
cannot trenslate it into assured prosperity is desti- 


tute of capacity." 


Poverty and Spiritual Welfere 
It is a great mistake to assume that opin- 
ions unanimously desire increased productive income. 


1. Sphere, London; quoted in 12,000 Tons of Gold! 
Howard H. Preston, Credit and Financial 


Management, August 1938, p. 10, Vol. 40, No. 8. 
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There are persons, rich and powerful, who believe 
thet "proper monkeying" with the monetary media is 
necessery for the spiritual welfare of the working 
people. Furthermore, the workingmsen is more tract- 
able if he is not quite sure where his next meal is 
coming from. It is well recognized that workingmen 
become too independent during periods of prosperity 
and that during depressions they work harder to keep 
their jobs. A quotation from Business Week of 
October 22, 1930, will serve to throw some light on 
thiss 
"When ea Governor of a Federel Reserve 

benk can stand up before ea convention of 

investment bankers, condemn the Americen 

people for using automobiles, electric re- 

frigerators, and redios, and proclaim that 

he does not agree with those who say that 

there must be no retrogression from present 

standerds in this country, we need no further 

Sign of the arrogant self-assurance of the 

night-riders of defeatism." 

These lofty sentiments were well supported 

with ection. In the United States benkers directed 
e deflation of over $9,000,000,000. Bankers are cer- 
tainly entitled to their opinions, but whether or not 
they are entitled to a monopoly of credit is, at 
least, a controversial matter. Other people, further- 


more, are entitled to an opinion and, under the cirecum- 


stances, bankers can hardly complain if other thinking 
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people become less unsympathetic with direct-ection 


Marxism. 


An Irreconcilable Clash of Interests 

The primary duty of a country's economic 
system should be to provide the necessities and com- 
forts of life, but the primary concern of those who 
control the country's finance is to creete scarcity. 
There is therefore an. irreconcilable clash of inter- 
ests. "From the standpoint of the professional money- 
lender, and from his alone, prosperity is a curse, "1 
During wer times we can safely produce at capecity 
for destructive purposes. But it is not good busi- 
ness, although it might be wise sociology, to produce 
at neer capacity for consumption purposes in times of 
peace. Any Sane man, ignoring humen greed, could work 
out an economic system that would work better on paper 
than the one with which we are now handicapped. It is, 
however, futile to call our economics of scarcity, 
insanity. There is nothing insane about it. In fact, 
from the point of view of financiers who profit by it, 


it is ingenious. 


1. The Role of Money, Frederick Soddy, p. 118. 
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Cooperation with Moscow 

Since shortly after the World War it has 
been the hope and the expectation of the Soviets that 
the end of capitalistic civilization is only a matter 
of time. They have done much during the intervening 
years to speed the "happy" dey. No one will deny that 
they have been remarkably successful. The spread of 
international communism is one of the most smazing 
political phenomene of our times. Not only have com- 
munists gained control of important governments, but 


they have also gained a fearsome political influence 


in every importent democrecy in the world. A few yeers 


ago the Third International adopted the so-called 
“united front tactics" end for a time, at leest, and 
in carefully chosen places, abandoned their more 
aggressive direct action policies. Very likely, well- 
posted leaders of world communism have decided that 
individuselistic capitalism will destroy itself, as 
Marx forecast. If we wish to cooperate with Moscow 
and our financiers in the speedy destruction of 
fmerican institutions, we can find no better way than 
to permit the periodic unsettling of the price level 
and the creation of artificial scarcity. 

Scarcity alone does not make men better. 


There is probably no place in the world where men are 
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more resigned to conditions of want than in Chins, 
where there have been serious famines every year for 
the past two thousand yeers. It is scarcity, with 
ebundance all around, that embitters men. It is 
asking too much of a hungry man to love the society 


that lets him starve while granaries are full of food. 


A Financial Miracle 

Since 1931, our number-one enemy, Germany, 
has made remarkable progress. Industrial production 
has risen over 130%. Nevertheless, the price level 
has remained stable.+ During 1938 production has been 
stabilized at a high level. For several months there 
has been a condition spproximating full employment; 
in fact, the German government has found it necessary 
to import thousands of laborers from Italy and other 
neighboring stetes. It is comforting to realize that 
the alleged financial wizardry was performed by a 
world-famous financier, who is not in sympathy with 
Hitler == Goering -- Goebbel's madness. The fact that 
Germany has become ea dangerous power of the first class 
is not due to anything so frail as Hitler's renting, 
but rather to the emezing increased productivity of 
Germany. The increased productivity was made possible 
through the crestion of government credit, under the 


i toe Amaaliet, December 21, 19358, p. 821, Vol. 52, 
No. loos. 
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careful management of Dr. Schacht, who has long been 

en advocate of maneged currency and who belongs to 

the same school of monetery thought as Professor 

Irving Fisher. Dr. Schacht has demonstrated what he 

end other members of the managed currency school have 
Claimed all along -- that it is possible to increase 
productivity, without a rise in the price level, through 
the creation of government credit. 

Since April, 1938, Germany is no longer 
financing with government credit. Production is main- 
taining itself at a high level and it is now possible 
for the Reich to pay current expenses out of taxes placed 


upon the increased output. As Dr. Schecht put it: 


"Spring, 1938, brought a change in our 
finance policy, because et that time Germany 
had reached eae stage of full employment. As 
soon as an economy hes made use of all avail- 
eble labor and materials, any further credit 
expansion is not only senseless but actually 
hermful. For then newly created money can no 
longer effect a further incresse in goods pro- 
duction, but cun only bring about competition 
for the available labor and raw materiels; and 
such a competition must necessarily lead to an 
increase in prices and wages, despite all 
measures of State control ..... The numerous 
meesures which were undertaken ..... were in 
every case aimed at control of the credit ex- 
pansion, prevention of a disparity between the 
money side and the goods side. 


iy. Bees Anveli«et, : DecemPer:.213501958, p.«829,. Vol.’ 52, 
No. 1353. 
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The financial power that is preventing democratic 
society from eccomplishing the same thing that Germany 
has accomplished since 1951, is the power that will 


yet ruin democratic society. 


The Guiding Hend 
The most formidable opposition to stabiliza- 


tion has come from bankers; that is, from the officials 
of centrel banks and from powerful private banking 
houses which have invisible connections with central 
banks. These private banking houses fight in the derk. 
Monetary legislation designed to effect greatly needed 
reform is defeated by their agents who are sometimes 
members of legislatures. Their magazines snd news- 
papers pay the highest prices to the cleverest colun- 
nists, and their banks quietly bring pressure at crit- 
ical times upon business and government until they have 
their way. In the United States the Federal Reserve 
banks are private banks. The capital stock is owned 
by the member banks. This ownership of stock in the 
central banks gives private bankers another means of 
accomplishing their extre-official influence on mone- 
tary and credit management. Powerful finenciers who 
remain in the background actually own the central 


banks of the nation. Furthermore, bankers feel that 
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they alone should be allowed to write all benking 
legislation. Why, we might esk, should not whiskey 
dealers write sll legislation pertaining to their 
Setuciey? The resulting demoralization of society 
would hardly compare with that resulting from modern 
laissez-faire financialism. Bankers are the last 
people in the world to ae with the writing of 


monetary legislation. 


Demagogues 


There is doubtless some honest fear among 
bankers of outside meddling. Regulation, however, 
is necessary if democratic institutions are to sur- 
vive. Able thinkers of the past and of the present 
foresee the collapse of our society, built as it is 
upon financial liberalism. Pope Pius IX and Karl 
Marx agreed on this and both pointed out that this 
breakdown was inevitable. Todsey, when all the evils 
of such a system are coming to e head, is no time for 
calling names. If one happens to disagree with Mr. 
Montague Norman in England or with Senator Carter Glass, 
in the United States, he is labeled "demagogue." Among 
these "demagogues" in England are to be found such 
memes as the Right Hon. Reginald P. McKenna, former 


Chancellor of the British Exchequer, Mr. R. G. Hewtrey, 
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probably the greatest living authority on prices, 

and Mr. John Maynard Keynes, whose “demagogue" fore- 
casts in 1925, when Greet Britain returned to the 
gold standard, proved only too true. In the United 
States, Professor George F. Warren, and other recog- 
nized suthorities on money and prices, gave similar 
wernings of the collapse thet wes to be expected from 


the scramble for gola.?-. 


Professor Soddy, Nobel Leureate for Chemistry, 


in 1921, conducted extensive investigations in monetary 


economics to find the reason why grest advances in 
science and technology are not passed on to the work- 
ing class. His researches, as well as those of other 
independent monetary economists, led to the conclusion 
that there is a sinister oligarchy Race e to retain 
power through privete control of our monetery and credit 
media. 

The eindaken influence of private bankers 
is illustrated by the experience of Senator Owen, who 
tried to have mandstory stabilization provisions writ- 
ten into the original Federal Reserve Act. The opposi- 
tion, the source of which he. did not et that time 


recognize, was the eat house" \type of opposi- 


tion. Carter Glass was its agent. The mandatory 


1.» Gold.and Prices, Werren and Pearson, pp. 107-116. 
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provision was stricken out by Gless, who was advised 
by another sinister figure in banking affairs, the late 
H. Parker Willis. Willis! books suggest what Soddy 


nl and 


meant by "supposed impartisl students of money 
contain the most flagrant misstatements of fact. For 
exemple, in a book published in 19356, Willis wrote: 
"During the years after 1923 the Federal Reserve 
System undertook several extensive operetions intended 
to bring ebout an advence in commodity values but had 


ne This is but one of 


no success in its underteking. 
many misstetements of which his book contains scores. 

The extensive operations to which Willis refers sere the 
purchase of #510,000,000 of government securities prior 
to September 1924, and the lowering of the rediscount 
rate in that year. Willis' statement that these 
operations met with no success in bringing about an 
advance in commodity values is a misstatement of fact 
that can easily be checked. By March 1925, the general 
price level had risen 11%, and agricultural prices 

had increased 20%. These fects can easily be verified 
by exemining any one of numerous commodity price indexes. 
Whether or not the general price level can be raised is 

a vital question. Willis must heve known the real facts, 
and the private bankers, whose interests sre at stake, 


know the facts. The thievery of modern deposit benking 


1. The Role of Money, Frederick Soddy, p. 197. 
2. The Theory and Practice of Central Banking, p. 300. 
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is accomplished through dishonest accounting, send the 
defenders of this trickery are accessories every bit 


eas culpable as their principals. 


Power without Responsibility 


Members of the Federsel Reserve Board refuse 
to admit that they have menaged credit, yet it has 
been during the life of the Federel Reserve System 
that gold has been sterilized and that the volume of 
credit has been controlled with utter disregard for 
the alleged automatic qualities of the gold standerd. 
Credit was controlled in eccordance with the "needs of 
trade," and the "needs of trade" were determined by the 
Federal Reserve Board. Such control involved occesional 
wholesale destruction of the nation's media of exchange. 
Since there were no rules, the destruction took place 
at the arbitrary whims of the Board. 

Responsibility and authority should go to- 
gether. While tenaciously retaining the authority and 
the power to change the price level, the Federal Reserve 
Board hes disclaimed ell responsibility for stabiliza- 
tion. At times members of the Board have claimed that 
the Board had no such powers; at other times certain 
members of the Board admitted that they had, but they 
alweys insisted that control of the price level should 


be a matter of sdministration. The Board was to be 
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allowed to decide when the price level was to be raised, 
when it was to be lowered, and when it wes to be stabil- 
ized. That is a great deal of power to concede to ea 
Boerd that disclaims any such capacity. Nevertheless, 
the Board did control, but in such a wey thet for the 
past twenty years price indexes look like roller coast- 
ers. Without any fundamental policy, and rarely taking 
into consideration the public's interest in 2 stable 
price level, the Federal Reserve Board moved the price 
level around in a range wider than at any time during 
the past one hundred fifty yeers. 

There was no reason for a business depres- 
sion from 1950 to 1936 in the United States other than 
that of misdirected credit control of the Federel 
Reserve Board. The "deflationists" were in the saddle. 
They took upon themselves, without any mandate from the 
public, the right to deflate everything -- including 
the Republican Party. 


Private or Politicel Dictators 

Of course there must be price-level manage- 
ment, but where is the far-reaching power of menage- 
ment to be placed? Those who control the price level 


are actual dictators. as Professor Edie says: 
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"f group of institutions that can 
determine the price level of the world 
has e greater power over the economic 
fortunes of menkind than do all the l 
Perliements and Congresses combined." 


Are we going to take these dictatorial 





powers from the banks end hand them to self-seeking 
politicians who are little better then recketeers? 
We have done something of the sort during this edmin- 
‘istration. The tieup between the government and the 
benks is such that inflation and defletion are now 
initiated in Washington. Before the Pujo investige- 
tion the power wes in Well Street. Ssinceri1913; it 
has been hard to locate the ultimste source of con- 
trol, but the Federal Reserve Board did the work. 
Since 1933 the White House is the responsible source, © 
which, incidentelly, makes our President the host 
powerful ruler in the world. On October 23, 1935, 
at Charleston, South Carolina, the President seid: 
"We ere on our way back -- not by mere 
chance. We are coming beck more soundly 
than ever before because we planned it thet 
way, and don't let anybody tell you differ- 
ently." 
The President's inflation-deflation moods 


have been highly voletile. The whipsewing of the 


is Belierswiemel D. Bdie, p. 200. 
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markets is a little more exciting since 1933; the 
moves are a little more obvious, but it is the same 
game. It is to be hoped that the President will not 
develop a passion for liquidity before 1940. However 
disconcerting the jerky monetary moves: of Peco ueeaeet 
administration are, they constitute additional proof 

of what monetary economists have held all along: the 
trade cycle can be reversed by the monetary authorities. 
This was proved when monetary management was subject to 
Wall Street control. It wes proved again between 1921 
and 1929. Now, the moves are a little more obvious. 
First, the administration orders full steam ahead; 
roen the brakes are applied so hard that the economic 
machine stalls. In 1937 the engine was stalled; in 
1938, the order was: "full steam ahead; there's an 
important election on the fell." Inflation and defla- 
tion ere being timed to election requirements instead 
of to the business cycle. 

Per ieg? Guuceyera believe thnk the weary 
government expenditures of 1938 were timed about eight 
weeks too late to bring the election results thet New 
Deal statesmen expected at the polls. However, the 
financial esdequaecy, if not the timing of New Deal 
election preparations, was excellent. In a single 


week in April, more than two billion dollars of inactive 
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cash was released. The United States Treasury de- 
sterilized one billion four hundred million dollars 
of inactive gold. During the seme week, the Board 

of Governors of the Federal Reserve System lowered 
reserve requirements of member benks, thereby making 
an additional three-fourths of a billion dollars 
evailable as a besis for credit expansion.+ From 
July 31, 1938, to November 30, 1938, the public debt 
increased by $408,000,000 s month. This monthly in- 
ecresse in the federal debt wes nearly double the in- 
erease of any other month in history, except for June 
1936, the month in which the sdjusted service certif- 
icates were cashed.” Now thet the election emergency 
is pest federal expenditures are "tapering off." In 
the New Deel lexicogrephy "tapering off" means sudden 
curtailment of expenditures by hundreds of millions 
of dollars a month. 

In general, political control is worse ees 
private control. Politicians are constantly under the 
influence of pressure groups and of weslthy constitu- 
ents with very dull axes to grind. They are dependent 
for their jobs on the endorsement of their local polit- 


ical machines which have never been famous for their 





1. 12,000 Tons of Gold, Credit and Financial 
Menagement, Howerd H. Preston, August 1, 19358, p.6. 
ee The Annalist, December 7, 1928, p. 753. 
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social ethics. It will be regrettable if any political 
party errogates to itself the right to control credit 
and consequently the price level. Eventual dictator- 
ship would be the inevitable result. Indeed, such ea 


situstion is a virtual financial dictatorship. 


A Monetary "Supreme Court" 

Proposals have been made to take the control 
of money out of politics and also out of private hends. 
Such plans provide for some kind of a commission that 
would be independent of political parties and of the 
benks. The commission would coordinate the verious 
activities of the Treasury and the Federal Reserve 
Board. It would also have control over the volume of 
money and credit that would be issued. Advocetes of 
this scheme describe it as a "Supreme Court" of money. 
Its governors would be appointed for long periods of 
time and would be expected to be disinterested public 
servants, as the members of our Supreme Court are, 
theoretically. 

Unfortunately, whether financiers or poli- 
ticians, or some other group of greater dignity is 
placed in control of money and credit, society will 
still have to contend with the human element. There 


is a greet deal st stake. Where there are greet sums 
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of money involved there will always be tricksters. 
Experience with various political systems during the 

past century should have teught us that the solution 

is not to be found in systems, which the greedy will 

find some way to circumvent. The law must be definite. 
The representatives of all the people, Congress, should 
make the rules mandatory. Let us put the cerds on the 
table. There has been altogether too much dealing under 
the table. To no man or group of men should be delegated 
the administrative responsibility or power to decide such 
vital matters as the increase or decrease of the quantity 
of the media of exchange, the control of the price level, 
or inflation and deflation. An election year, the for- 
tunes of a political party, foreign interests, or the 
financiel position of a particular group, should have 

no weight in the determination of the degree of prosper- 


ity to be enjoyed by the nation. 


Numerous Stabilizetion Propossls Feasible 

It is sometimes claimed that the stsbilize- 
tionists themselves cannot agree as to how price levels 
should be stabilized. This view of the situation is 
greatly exaggerated; the differences of opinion are 
limited as to method only. Among advocates of stable 


money there is much agreement and only good natured 





notiwloa eas vane ex » tg eve! 4 Boca eunas | 
fitw ybesme add do tiiw EMOTES eat bauer 96 09 se 8 
,odialieb ed temm ‘wat edt .showmrortto et ene ene 6 


Bisoce 


est 20 obs. edd we an tod tyietebaam. 6 a ) 
Fa i Gs ip 


_ eehae arct Le 266 sho geen oot senceyode: need ead sued? eidat 
iid seh Saray i, ai 4 tis bes : J fr 


bodagelab ed bisoste nom co wore 0 ‘staat on of Fic al pet 3) 
Nts, OF ile Oa ies ae 


toss & sbtosb od ener, "20 WH idtanogees evbtawetababs edt 
: on oe CW Al. Wis Bak SNe 


ytiéne op ead ‘to seaotseh “te easoton! oud aa presse led 
Spee ras ie f cee f Boe eh 
xe DL pibem edt | w ; 

Ae Ray ie ata PS Re 


a 


wets fis ea catia Bal 
ed? 6 edgous tad b mgtere? tad ise tAB LOM: 8 $ 
Rit, Ea Pi 
ova Bisoce wom maluotiing & 10 not! 120g is 


OQ et 


~1eqeo td to eommeh. ody a gitontamedeb see 
ed pei Pisin Sa “eal 


ES mo bias ous a 


ae area iy } 
‘ 


anbae: aéink wea ye Joanse: 
et mer asiidte edie i wi 











rr oe ev ey 


281 


difference of opinion as to details. On the other 
hand, there can be no cordiel difference of opinion 
between stabilizetionists and the opposition which, 
in reelity, is sponsoring e fraudulent system of benk 
accounting. There can be no compromise with dishon- 
esty. Why merely ergue with a group who are feather- 
ing their own nests at the expense of society, while 
constitutional democracy is in danger of perishing? 
Stabilization is not merely a gentleman's debate. 

Why pussyfoot about it? The situation has, and should 
have, all of the enthusiasm of a civil wer. 

There are numerous stabilizetion proposals 
which, though widely different in method, would bring 
about the desired degree of stabilization. For the 
same reason that inflation can occur in countries 
using paper, gold, silver, or credit, stable money 
can undoubtedly be attained in systems using any com- 


bination of the media of exchange. 


Stabilization without Gold © 

What the future of gold will be in the money 
world is problematical. However, it is still an ideal 
material for the settlement of international foreign 


trede balances, and because of its intrinsic qualities 


will always serve that purpose well. In spite of the 
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fact that prectically every country in the world has 
gone off gold, it is still the most universally 
acceptable commodity. Except in France and other 
countries in the gold bloc, gold in physical form 
hes practically ceesed to be used for currency, and 
leading bankers sre beginning to realize that it is 
not necessary for reserves. If gold were divorced 
from domestic currencies, the nervousness that has 
charscterized the capital markets in recent years -- 
the abrupt shifting of gold balances -- would not have 
the upsetting effect on domestic economies that is the 
case when gold reserves are considered essential. 
When too closely related to circulating 
currencies gold has been used as an instrument of 
international tyranny and domestic oppression. Far 
from encouraging the stabilization of price levels, 
it has been the fundamental cause of deflation and 
of business depressions for over a century. It is 
mainly responsible for internel unrest and for most 
of the great wars since the industrial revolution. 
It lacks the elastic qualities necessary for a good 
money and it lends itself to the worst kind of mis- 
menagement. In the past it has been exclusively a 
fair-weather standard. In recent years, because of 


vicious mismanagement and greed, it has not been 





« 
et oe 


es «yoretiwo) 10% Rong od of beeavs hemes 


A 





Bt tt Jgedd extfaes og patoniged | oma eroanad gabboet ee 
beotovib exew. blog TI. .pevisnes 10% waetoneee fea a. i ¥ 


eat tadd eesneyovied os solome rao. Pad 







-~- sisey dacget at adedizam fettgeo. edd, i eto ah a . 
eve ton biscw -~ esonaiad Lop. ‘to gatdtide. de s te gts ip 


edt at said zo imonese oitgemob. 0 twetie. gatttesqy odd 











{sitnorns bereblenos etm eoviecsy blog ste che. e280 ; a 43 
aittietuonto od bedaiox tleeole one apdW. ae yieo eacpt i ae Bh | 
to daomuiteat fis 68 Dees. asst eB blog. entonerm9 poke 

13% 10 LBRO tdde oiseenod bas Od anette 
valevel eotag te, moliaslitdate esis. tx | 
bite motielteb to. seuao Iagaomabau odd oss: pas 92 
eidl .etuAtnes 2 Tevo 16%. snotesetgeb ssonseud 20 ey e 








 deom sot Bas idan fame ret 702 pide i" 





283 


possible for: nations to stay on the gold standerd 
even in peace times. Attempts will be made to de- 
vise ingenious schemes to retain many of the objec- 
tionable features of the traditional gold standerd, 
but the world is becoming less and less tolerant of 
monetary trickery. The virtuous fetalism of our 
fathers in these matters is history. Too many are 
awere that most:deflations are not the result of 
"natural" causes, and that the idea that they are is 
a carefully sponsored deception. Lerge-scale discon- 
tent among those who do not recognize the underlying 
monetary cause of deflation has brought on irrational 
revolutions in some parts of the world, a fact which 
should be a warning to those responsible for defla- 
tion here. 

The Toba ateoneibed when Great Britain and 
other countries returned to the gold standerd in 1925, 
but the grest advantages of that much desired blessing 
proved rather obscure. It is needless to reckon with 
the prospect of another return to the traditional 
nineteenth century gold standard. The economic and 
hanking world could not possibly find a way to make 
it work. The gold standard was considered equally as 
radical at the time of its inception as are the newer 


money proposals of today. In a few decades, our 
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present stabilizstion theories may have become the 
conservative practice. 

Nations need not mourn the passing of the 
traditional gold standard ss the psssing of a vener- 
able or worthy institution. It is neither very 
ancient nor very honorable. It was constructed 
originally in England shortly after the Napoleonic 
Wers, and was sponsored by the type of money lender 
that "lent Napoleon 55,000,000 off the London money 
market to fight the Battle of Weterloo."+ In the large 
perspective of world history, the years since the 
Napoleonic Wars are but a short period. At various 
times during those years England and other countries 
found it impossible to adhere to the gold standard, 
and the few short intervals during which it has worked, 
and, rather badly, at best, hardly entitle it to vener= 
ation either for its age or its efficiency. As an epi- 
sode in the monetary history of the world, the gold 
standard ere will be looked upon as the classical eX em - 
ple of unsound finance. It is unthinkable that such a 


stenderd should be restored. 


1. The Breakdown of Money, Christopher Hollis, p. 14. 
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Mandatory Stabilization 
The domestic price level should be controlled 


without regard to the value of gold. As James Harvey 
Rogers pointed out in 1936: 

"Without exception, recovery has pro- 
gressed to a very great distance in the 
countries that have reduced conservatively 
the values of their currencies. On the 
contrary, you will find that in not one 
single other country (except those engaged 
in extreme militery preparations) has re- 
covery even started." 

If there is to be any connection between 
domestic currency and gold, the price of the monetary 
unit should be subject to change in accordance with 
rules that have been established by lew, end not de- 
termined by the arbitrary whims of some edministretor. 
These rules should provide for rather infrequent changes 
depending upon the action of the price level. The present 
price of gold esteblished by the government may be too 
high or too low. The supply and demand relationships 
for gold may prove to be different from those our gov- 
ernment expects, in which case the price should be 


changed and our monetary authorities should be required 


by lew to make the change promptly. 


1. The Annals of the American Academy of Political 
ana” So¢elal Sttence, July 1936, Vol. 186, p. 37. 
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A Concession to Silver Producers 

There is a little monetary resson why silver 
should constitute any pire of a domestic currency. 
However, like gold, it can be used in international 
trade in dealing with countries that are on a silver 
standerd and, like gold, it can be hoarded by govern- 
ments as a war chest. During the World War the United 
States government sold silver dollars amounting to 
$260,000,000 to India at a price which wes above the 
gold parity of silver ded Teens The purchsse of hoards 
of silver by our government is admittedly a concession 
to silver producing senators. It is also an important 
part of our so-called "good neighbor" policy with 


Mexico. The purchase of silver for silver certificates 


increases the quantity of this kind of paper in circu-. 


lation and probably does no’harm. There are st few 
things that the United States will accept in exchange 
for a chronically favorable trade balance that the im- 
portation of silver helps to correct the balance. Of 
course the purchase of domestic silver at a premium is 
a welcome subsidy to the stock holders of the few very 


large silver mining companies. 


1. Money and Banking, John Thom Holdsworth, p. 57. 
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Control of Credit 

There should be some preference for plans 
that would not elter existing monetary institutions 
needlessly. Over 90% of our business is done with 
credit. Therefore, in the United States, stabilizetion 
plans should emphasize the control of credit, preferably 
through automatic and progressive changes of the redis- 
count rate and.open market operations. However, some 
important changes must be made in the institutions that 


control credit and in’ the laws which guide control. 


Nationalization of Central Banks 

One of the great hindrances to proper manage- 
ment of credit is the fact that twenty-four private 
banks, which control about a third of the banking re- 
sources of the nation, also dominate the Federsl Reserve 
banks. It is highly desirable, in the interests of the 
smaller banks and of the whole country that the twelve 
Federal Reserve banks should be nationalized and freed 
from the influence of the powerful twenty-four. A bill 
providing for government ownership of the Federel 
Reserve banks was sponsored by one hundred fifty mem- 
bers of the House of Representatives.* However, the 
american Benkers! Association fought the bill. It 


1. Congressional Kecord, November 17, 1937, p. 76. 
Vol. 82, 75th Congress, 2d Session Appendix. 
ae) 2bid. 
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appears that the officials of the twenty-four great 
banks dent iicios the American Bankers! Association as 
well as the central enka. It would probably be 
suicidal for a small bank to.santagonize these power- 
ful financiers. Because of the nature of banking, the 
concentration of power in the hands of a few banking 
houses constitutes a virtual monopoly. 

While government ownership of the central 
banks is urgently needed, the nationalization of benks 
in general is to be evoided at all costs. Beyond the 
control of monetary policy, the volume of eurondy and 
the price level, Licoes shiaciiaechicls should stey out of the 
banking business. Furthermore, Federal agencies should, 
as quickly as possible, go out of the small credit busi- 
ness. Government financing of mortgages and other 
‘government ventures into the loan business is to be 
deplored. Commercial banking cannot possibly be car- 
ried on efficiently from Weshington. If the government 
creates a condition in which the banks can operate 
soundly and without fear of recurring monetary deflation, 
there will be no need of the government's selling mort- 


gages on $3,000 homes. 


The Minting and "Unminting" of Credit 


Whether or not central banks are national- 


ized, the private creation and destruction of credit 


Baae 
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should cease. This does not mean that the business 
of making loans should be taken away from commercial 
bankers. Locel bankers are obviously best quelified 
to pass judgment on the financial integrity of indi- 
vidual borrowers. It is deflation of the total quan- 
tity of credit that constitutes the most vicious 
injustice of modern deposit banking. If the Federal 
Reserve banks were to collect all of the government 
and bank notes that have been issued, place them in 
a pile and burn them, we would ell understand better 
the relation between contractions of the media of ex- 
change and business depressions. Between 1929 and 
1933 something of the sort actually happened. The 
banks destroyed the deposit currency, $9,000,000,000 
of it, an smount greater than the total note issue 
outstanding. Through the calling of loans and the 
refusal of the banks to make new loans, synthetic 
bank credit shrank almost continuously until 1933. 
The requirement of 100% reserves would erect once 
and for all this evil of minting and "unminting" our 
money supply. Eventually bankers themselves may see 
the wisdom of keeping 100% reserves. The existence 
of actual money behind their loans would free them 
from the “moral suasion" which gives them no choice 
but to ruin their customers by calling legitimate 


loens when the "guiding hand" cracks the whip. 
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Year to Year Growth 

Experience has demonstrated that there is 
a growth of business volume per capita from year to 
year, and since the increased volume of business re- 
quires an increased volume of currency to prevent a 
fall in prices, monetary authorities should provide 
steadily increasing volume of credit, an increase of 


about 3% per year. 


Balancing the Budget 


On December 18, 1937, Representative Ludlow, 


a member of the Appropriations Committee, pledged his 


support to the President's program to hold appropria- 


tions down to the budget estimates and ergued that the 


country needed "ae government economy tonic .... to 
rekindle confidence and to start America humming. "+ 
Naturally the budget will have to be balanced some- 
time. We can't go on forever spending borrowed money 
without repaying it. However, the important budget 
question is not whether the budget should be balanced 
sometime, but when and how it should be balanced. 
Unfortunately, the "economy tonic" of 1927 started 

a trend which the unkind described as "a Roosevelt 


depression" -- one that we did not "plan that way." 





ie te A Record, December 18, 1937, Vol. 82, 
Part S, Appendix, 75th Congress, 2d Session, p. 607. 
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The balencing of the budget is desirable 
but not urgent, snd it certainly should not be bal- 
enced in the way that some of our supposedly conserve- 
tive financiers propose. In estimating the debt burden 
we must take into consideration the wesith and income 
possibilities of the debtor. The claim that the coun- 
try's credit is impaired is not only not the truth; it 
is che reverse of the truth. Insteed of there being a 
flight from the dollar, as many predicted, billions of 
dollars of gold are being sent to the United States -- 
evidence of a flight to the dollar. Our dollar is not 
too weak; it is too strong. . The problem of balancing 
the budget in the United States is not as difficult as 
is the problem in most Europeen countries. For example, 
there are, in sll the financial capitals of the world, 
the recurring periods of anxiety over the almost chronic 
French financial crises. Besicelly, this is a budget 
problem. With a totel national income of 
200,000,000,000 francs per year France is supporting 
a budget of over 85,000,000,000 franes, a sum which 
is over a third of the total national income.? 

The claim that the more the government bor- 
rows, the higher taxes will be, also seems to be the 
reverse of the truth under certain circumstances. 


1 Foreign Affeirs, July 1938, pp. 601-611; Vol. 16, 


No. 4, Charles Rist, The Financial Situstion in 
France. ; 
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Taxes are proportionate to netional income. The in- 
crease of netional income which esccompenies government 
deficit financing may be so large that the percentage 
of national income taken in taxes is actually reduced. 
Friends of the Administration point out that a nationel 
income of $65,000,000,000 in 1937, compsred with a 
$40,000,000,000 income in 1933, more then waerrents the 
claim that the percentage of taxation has been reduced. 
This point of view is even more understandable if the 
profits of individual corporations are compared for 
verious years during the years of depression and re- 
vivel. one corporation is reported to have incresesed 
its profit from $161,000 in 1931, to ¢$190,000,000 in 
1936.7 


Common Sense Deficit Finencing 
Nevertheless, it is needless to seddle the 


country with e lerge interest-bearing debt. The debt 
should have been non-interest bearing. The credit of 
the United States should have been used instead of 


borrowing bank credit. The credit of the United States 


is greater than that of the banks and the government 


should use its own credit, without paying interest, up 
to the point where the price level is restored. Pay- 


ments for government spending with money or credit 


1. Congressional Record, February 14, 1938, Vol. 83, 
Part 9, Appendix, 75th Congress, 3rd Session, p. 610. 
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raised through bond issues is even more inflationary 
than if payment is made with legal tender notes, 
because of the interest on the bonds. The most 
direct way is the best way. When prices are below 
normal government bills should be paid with green- 
backs; when prices are normal the budget should be 
balanced through taxes; when prices are above normal, 
texes in excess of current expenditures should be 
levied to retire the national debt. 

Not only was the Government's deficit financ- 
ing improperly managed, but it was stopped before a 
stable self-sustaining recovery of business began. 
According to the Cleveland Trust Bulletin, receipts 
from taxes were so great by the end of 1937 that the 
Government was taking from purchasing power as much 
as it contributea.+ 

Whenever possible, governments should take 
advantage of falling prices to retire government bonds. 
Legal tender notes should be issued in sufficient quan- 
tities to restore prices to a just level and to sustain 
them at that level. Congressman Burdick asks: “If the 
Government's name is good on $36,000,000,000 of bonds, 
where is the man who can say that the Government's name 
on currency certificates would not be equally as good?" 
1. The Cleveland Trust Bulletin, Merch 15, 1928. 


2. Congressional Record, March 12, 1937, Vol. 81, 
fart 9, Appendix, 75th Congress, lst Session, p. 5357. 
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Progressive Inflation Taxes 


Progressive taxes on incomes and an inflation 
tax Delgir ative didine ia prevent an undue rise in prices. 
Tax the profits from an excessive rise in stocks, grain, 
ete. Why ruin prosperity merely because the stock mer- 
ket or the commodity markets have gotten out of hand? 

A tax on the inflation profits of any and all markets 
would effectively end the fear of either general infle- 
tion, or of inflation in any particular merket. The 
profit from an incipient inflation of any kind would 
then go to the Government to retire the national debt. 
Politically, placing a tax on inflation might not be so 
easy. Lt was unpopular in 1929. However, if stock 
merket profits, or better still, stock prices had been 
taxed progressively in 1929, Federal Reserve bankers 
would not have found it necessary to create a major 
depression to end the insanity of that year. Any tex, 
including our existing progressive income tex, is 
deflationary. Therefore, it is hard to imagine how es 
general inflation of any proportions could occur in 

the United States for some time to come, since the 
national debt would be retired through our present 
income tex before the inflation got beyond the initial 
Stages. As profits began to rise, rising income tex 


receipts would have an anti-infletionary effect. 
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The Trade Cycle -- A Monetary Phenomena 
Messrs. Foster and Catchings quote R. G. 
Hawtry as concluding “that the trade cycle is purely 


a monetary phenomenon, "4 


Therefore, those who would 
understand the business cycle must understand money. 
But, unfortunately, money as it is managed, or rather, 
mismanaged in our modern pecuniary economy, becomes a 
highly complex mystery, yuite as mysterious as the 
faker's wheel, and for the same reason -- because the 
manipulator is dishonest. It is hard to keep up to 
date with changes in monetary and banking practices. 
The banking act of last yesr becomes history in ea 
surprisingly short time. 

Not only is this a4 serious social matter, but 
it is also a practical business consideration. What 
the business man should know and know well is MONEY. 

A desire to remain in business should be accompanied 

by a willingness to do the necessary research. to keep 
up-to-date in financial matters that may seem entirely 
unrelated to an individual's particular business. Some 
business men think that they and their business friends 
have a monopoly of horse sense and that monetary theo- 
rists have the kind of sense that is commonly attributed 


to the horse's cousin. These self-satisfied gentlemen 


1. Money, Foster and Cetchings, p. lz. 
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will probably mind their own business and the internal 
economics of their business. They will let the Federal 
Reserve Bankers mind their own business -- the shady, 
stealthy business of inflation end deflation -- and 
these business men, for all of their common sense, will 


presently be out of business. 


Liberty and Abundence 

There is considerable debate as to the most 
efficient devices for attaining all the advantages of 
advancing technology and at the ssme time the adven- 
tages of individuelistic cepitalism with its profit 
system. Heaetce. "theese gan be no doubt that we can 
enjoy these advantages together. If it were not for 


the "false accountancy"? 


of the banking world (nemely, 
the creating of deposits when loans ere msde), these 
advantages would be brought about in somewhat the fol- 
lowing manner: advances in industriel science would 
reduce costs sand would therefore have a depressing ef- 
fect on the price revels The price level staata be con- 
trolled and sustained by year to year increases in the 
monetary media. A combination of the two, decreasing 


costs end a controlled price level, would increase pros- 


pects of profit. Now, prospects of profit are known to 


heve a cumulative effect*on business revival. Cumuletive 
business revivel hes elweys brought competitive bidding for 


more competent workers and has consequently raised wages. 





_--~ —— 


1. The Role of Money, Frederick Soddy, p. 197. 
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